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CHAPTER I 
INTRODUCTION 
Among s t ated obj ectives o f  Federal and S tate public policy in 
recent years have b een reduc tions in rural to urban migration �nd 
in rural-urb an income differentials ; p roblems that have b een pervas ive 
in S outh Dakota throughout the last few decades . The importance given 
these ob j ectives at the Federal level is re f lected in the Agricultural 
Act of 19 70 . 
The Congress com��ts itself to a sound balance b etween 
rural and urban America . The Congress considers this balance 
so essential to peace , pros perity , and welfare of all of our 
citizens that highest prior i ty must b e  riven to ·the revital­
!zaticn a�d d2vclcpn�nt cf r�ral creu3. 
These obj ec tives are s tated more specifically for South Dakota 
in the S tate P l anning Bureau ' s  19 7 4  policy p lan for economic d evelop-
ment . 
1 )  The net number o f  out-migrant s  in the 19 70 ' s should 
be reduced to less than one-half  the numb er who left  the st ate 
d uring the 1960 ' s .  Net o ut-migration should approach zero 
during the 1980 ' s .  
2 )  The exis ting  per capita income gap between S outh 
Dako ta and the rest of the Uni ted S tates should b e  steadily 
narrowed . 2 
lu.s., Congress , Senate , Committee on Agriculture and Fores try , 
Prepared for the S ubcommit tee on Rural Deve lopment ,  Guide to the Rura l  
Development Ac t o f  1972, (Washington : Government Printing O ffice ,  
December 10, 1973), p .  1 . 
2south Dako ta , S tate Planning Bureau , Policy Plan for Economic 
Development , ( Pierre , South Dako ta , December 5, 19 7 3 ) , p .  11 . 
2 
For S outh Dakota , with its sparse population and limited market , 
perhaps the only way tha t these obj ectives can be attained is by ex­
pans ion of the export s ectors of the state ' s economy . Gro wth o f  
those sectors that export their produc ts o r  services outside the 
state , or that produce s ubstitutes for imports into the s tate will 
induce growth o f  local service indust ries and create employment and 
income multiplier e f fects . South Dakota ' s export industries include 
agriculture , government , tourism, and processing-manufacturing.  
Currently , the economy o f  the state is largely based upon two export 
sectors; agr i culture and government .  Dependence upon these two sec­
tors has led t o  o ut-migration and lower income leve ls than the 
national median. Diversification to other export industries will 
promote growth and stab ility to the state ' s economy . nie small but 
rapidly growin g manufacturing-processing industry shows the greatest 
potential for d iversifi cation and growth of the s tate ' s economy .  
However ,  the growth o f  this industry depends upon access to adequat� 
investment f unds . 
This s t udy inves ti gates whether ind ust rial deve lopment in 
South Dakota has been hampered because of financial constraints . 
'llle study fo cuses on commercial banks and their role in financing 
and promo t ing industrial development .  Results o f  the s tudy wil l  pro­
vide public and p rivate decision-makers with information needed to 
assess policies devised to facilitate or effect attainment of the 
two major e conomic development obj ectives for the st ate : reducing 
previous mi gra tion patterns and narrowing income dif ferentials . 
I 
Nee d  for the Study 
During the last decade South Dakota experienced a net out-
migration est imated to be over 9 2 , 5 00 persons . Al thou gh there were 
counties in the s tate that increas ed in population , most counties 
decreased in population during th e last de cade. Generally those 
count ies that increase d in population were counties where institu-
3 
tions o f  higher learning , Indian reservations , or military bases are 
located . 3 
In So uth Dakota most migrants have been in the a ge group ranging 
from the high s chool graduate a ge to the mi ddle twenties . In 19 60  
there were about 119 , 000 persons in South Dakota b e tween 1 0  and 19 
years o f  age b ut by 197u, ten years later , only 84,000 persons aged 
20 to 29 remained in the s tate. 4 This age group has a low mor tality 
rate , so.most o f  the 35 , 000 decrease oc urred from out-migration . Thus , 
the population decrease within this group ac counts fo r about 38  per-
cent of the o ut-mi gration o f  the s t ate. 
3 Rural So cio logy Department , South Dakota Population and Net 
Migration: 1 96 0-19 70 , B ul letin 5 80 ,  (Brookings: Agricultural 
Experimen t  S tati on ,  South Dakota S tate University, Februa ry 1971), 
p .  2 3 .  S ome recent  population es timates indicate tha t  the ra te o f  
mi gration h as reve rsed itself during the past two t o  three years, 
and that people are moving into South Dako ta. U .  s. Bureau o f  the 
Census, Current Population Repor t , Estimates of the Population of 
States: July, 19 7 2 and 1973 (Advance Report), Series P-25 , No . 508, 
Ufasfiington : Government Printing Office, November 19 7 3 ) . It  is no t 
known whe ther this is a short-run or a long-run phenomenon. 
4 Calculated with data from: Rural Sociology Department , 
South Dakota Population, Age and Sex Structure--1960-1970, Bulle t in· 
599, 1970 Population Series Repor t No. 3, (Brooking s: Agri cult ural 
Experiment S t ation , South Dakota S tate University, June 1972), p. 16 . 
4 
Because the young and productive are those who leave a region , 
out-migration can have an adverse effect upon a region . The o ld and 
very young are left behind , and they are less able to handle the re-
gion ' s economic and social problems that induced out-migra tion and that 
resulted from o ut-mi gration . 
. 5 
Research results indicate that migration from rural to urban 
regions within the United S tates has occurred because o f  three pri-
mary economic for ces , ( 1) capital intens ive change in a gricult ure , 
(2 ) rural-urban income dif ferentials , and ( 3) rural-urban so cial ser-
6 
vice di f feren tials . Operation o f  these three forces in South Dako ta 
during the last decade can be illustrated by the following statistics : 
(l) during the last decade, the average size of a farm in South 
Dakota increased from 781 to 9 78 acres , the number o f  farms decreased 
from 5 8 , 400 to 4 6 , 000,  and agri cul tural employment decreas ed from 
80 , 900 to 59 , 000 ;
7 (2 ) the median family income for South Dako ta in 
1969 was $7 , 494 , $2 , 000 les s than the United States median income of 
$9 , 590; 8 ( 3) population per doctor in South Dakot a in 19 7 3  was 1 , 32 7 
5For the p urpose of this study , all of S outh Dakota is con­
s idered a rural region . 
6Mathew Shane , The Role of  Ca ital and Credit Market in Re ional 
· · Developmen t : Problems and Issues, Staff Paper P 72-2 7 ,  S t . Paul: 
Departmen t o f  Agri cul tural and Applied Economics , University of 
Minneso ta ,  November 1972 ) , p .  5 .  
1s outh Dakota Crop and Livestock Repor tin g  Service , South Dakota 
Agricult ural S t atistics--1973 , (Sioux Falls , May 19 74) , p .  65 . 
8Neil c. Gusta fson , Recent Trends/Future Prospe cts , A Look at Upper Midwest ·Population Changes, (Minneapolis: Upper Midwest Council; Federal Res e rve Bank Building,  1 9 7 3) , p. · 22 . 
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compared to 804 per doctor for the nation. 
5 
Causes of migration may be interrelated. Narrowing the income 
differential may also narrow the social service differential. A 
higher income level may demand and make feasible greater social 
services, to be provided either through the private market system 
4 
or by the public sector. Also, efficient provision of social ser-
vices often depends upon a critical number of people. Therefore, 
inducing people to stay or move into South Dakota may help to allevi-
ate the social service differential. 
To stem out-migration of youn g people, to reduce underemploy-
ment, and to increase social services, importance must be given to 
the crea· im:1 of ernpluyrne it opportunities within local co11miun.i.ti�E>. 
New employment opportunities req uire establishment of new enterprises, 
and/or e�ansion of employment and incomes of existing enterprises • 
. In o rd e r  to increase the employment and income leve l of the total 
region these establishments must produce export or import substi-
tution products or services. Growth of these basic export sectors 
of the economy will induce increased employment and income levels 
in the non-basic, local service sectors of the e conomy . 
As discussed previously, processing-manufacturing activities 
comprise an important basic industry. Funds for inve s tmen t  in this 
industry must be available in commtmities to help provide economic 
9nata compiled by Galen Kelsey, Economics Department, South 
Dakota S tate University, Brookings, South Dakota, Decemb e r 19 74. 
'Ibis diffe rence would be even more significant if the distance to 
reach that doctor is cons idered.  
6 
stab ility o r  growth . In general large companies have access to national 
money marke ts , b ut small companies are largely dependent upon local 
financing. Wi thin national markets , firms in South Dako ta are rela-
tively small . Of the 768 manufacturers and processors listed in South 
Dakota in 1 9 7 4 , only 64  employ more than 100 persons , while 629 firms 
employ fewer than 2s .
10 Thus indust rial firms - in South Dakota may be 
more dependent upon local financing than are most indust rial fi rms 
within the United S tates . 
Perhaps the most important sources o f  local financing are local 
commercial b anks . Estimations suggest that in some areas 5 0  percent 
or more o f  the rural non-farm sector is dependent upon local bank 
financi ng. 1 1  S om� rccc��cher= believe thn t  cgr!cu!turo i s  �doqaatoly 
financed not only by commercial banks but also by the Federal Farm 
Credit System. Tile e fficiency or ine f ficiency o f  the co mmercial bank 
system may there fore have a greater e f fect outside o f  the agricultural 
sector than in the a gricultural sector . 1 2  Thus the performance o f  
South Dako ta ' s commercial banks may have an important impact upon the 
development o f  non-agricultural industry within the s tate . 
lOrn dustrial Division , Department of Economic and Tourism 
Development ,  So uth Dako ta Manufacturers and Pro cessors Dire c to 
· 19 74-19 75, ( Pierre , S outh Dako ta , p .  3. 
llshane , op . cit . , p .  10 . 
12Ib i d . ,  p .  22 , and Emanuel Me licha r,  "More Loanable Funds for 
Rural Banks " (paper p resented at the 18th Annual Conferen ce , Upper 
Midwest Agricult ural Credit Council , Rapid City , South Dako ta June · 2s 
19 7 3 , revised and updated October .2 2 ,  19 7 3) . 
' · ' 
··, : ' 
. 
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From a regional welfare point of view , commercial banks and 
other financial ins titutions in South Dakota tha t serve as trans fer 
agencies from s avers to inves tors are operating inef ficiently if a 
redeploymen t o f  credit intraregionally or interregionally could lead 
to a higher to tal income for a region . A partial shi ft in bank 
credit from agriculture to the manufacturing-process ing indus try 
might increase regional income , and help st abilize the regional 
.. 
economy. The shift would also diversify loan portfolios and reduce 
bank risk . Greater utilization o f  deposit funds within rather than 
outside the region migh t increase regional income yet s t il l  ins ure 
liquidity and deposit safety . This is especially proba ble because 
dive.:sified lo&.il portfolios reduce cyc lical variation.; in. depos i t s  
and loans . 
P�or b ankin g  performance may exist because of imper fe c t  know-
ledge and satis faction with present inco me levels on the part o f  
bankers and because o f  lack o f  competitive elements i n  the banking 
system.  B ankers may no t des ire changes since changes in the regional 
econo my threaten the role of the bank and the banker wi thin the region . 
Long range implications of poor bank per fo rmance may be as 
severe for bankers as for the public sin ce a declining community can 
result in declinin g  bank depos its . Thus rational bank policies should 
be compatible with maximization of regional income . 
Relative to o ther states , South Dako ta has low yearly levels 
o f  capital expenditures in the area of manufacturing . 1 3  In 1 9 70 ,  
South Dakota h ad new capital expenditures in manufacturing tha t 
atoounted to 35 dollars per person . In the same year , Minneso ta had 
net manufac turing capital expendit ures of 71 dollars per person , 
Nebraska had 5 8  d ollars per person , North Dakota had 18  do llars per 
14• person , and the nation had 15 7 dollars per person . Although all 
capital expenditure within a state is not necessarily financed by 
b anks , especially by local banks , the ratio of capital expenditures 
8 
in manufacturin g to to tal bank deposits is of significance . In 19 70 , 
South Dakota had a capital expenditure in manufacturing to to tal bank 
deposit ratio o f  0 . 8  percent , which is relatively low compared to 
2. 2 percent for Nebraska, 3. 5 percent for Mim1esota, o. 7 percent for 
North Dakota , and 26 . 0  percent for the nation . In 19 7 1 ,  which was a 
year o f  iow capi tal expenditures , capital expenditures per person and 
capital expendit ure to bank deposit ratios for the respective states 
and the nation were : South Dakota 20 dollars per person and 0 . 8 per-
cent ,  Neb raska 5 8  dollars per person and 2 . 1 percent , Minneso ta 71 
dollars per p erson and 2 . 6  percent , North Dako ta 16 dollars per person 
and 0 . 2  percent , and for all states 14 7 dollars per person and 22 . 0  
percent .  
13North Dakota and Wyoming were the only sta tes tha t  had lower 
yearly levels o f  capital expenditure in the manufacturing secto r  in 
19 70 and 1971. They have also experienced the same mi gration an d  
income differential pattern t ha t  South Dako ta has experienced .  
14u. s .  B ureau o f  the Census , Annual Survey o f  Manufac turers : 
19 70 and 1971 ,  (Washington : Government Printing Offi ce , 1973). 
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Manufacturing employment in South Dakota in 1970 was 7. 4 per­
cent of the civilian labor force (1 7, 767 persons).15 The national 
average was 25.9 percent. Only five states had a lower percentage of 
their civilian labor force employed by the manufacturing sector than 
South Dakota . 16 
These figures indicate a low level of industrialization and 
industrial growth in South Dakota, which may partially explain the 
state's poor income position and loss of population relative to other 
states. 
Many factors s uch as poor transportation facilities, a small 
and poorly trained labor force, lack of markets, lack of raw materials, 
c...�d u..�nvailabi!ity of f��ds may be responsible for th� low level of 
industrialization. If insufficient funds is a limiting factor, it is 
within the ability of the public and private policy-makers to intro-
duce methods to increase the availability of funds. Thus, it is 
imperative to determine if a lack of funds is a constraint on indus-
trial development in South Dakota. 
Review of Literature 
In a comprehensive study of methods to finance rural economic 
development, David Dahl discussed private and public financial methods 
15u. s. Bureau of the Census , County and City Data Book, 1972, 
A Statistical Abst ract S upplement , (Washington: Government ·Printing 
Office, 1973), p. 417. 
16Two of these were North Dakota with 4. 7 and Wyoming with 6. ·4 
percent. The other three states were Mountain states. 
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that are currently available to finance economic development wi thin 
the Ninth Federal Reserve Dist rict . 1 7  Dahl reasons tha t . within the 
banking s ec to r , impediments to loan activity occur b e cause rural 
banks have small capital accounts and small to tal deposits , and thus 
are no t legally o r  e conomically able to forward the large loans 
. 
needed by mo de rn  farms and o ther bus iness firms . This dilemma is 
accented by the inability of banks to draw large amounts o f  funds 
into the region . Farms have alternate local sources o f  financing , 
e. g. , the Fe deral Farm Credit System, but local non- farm b us iness 
firms do no t have alternate local so urces and are no t able to enter 
national capital and securi ty marke ts to obtain nee ded funds . His 
suggestions to increase rural banks' lendin g ab ility inc lude estab-
lishing mechanisms to increase rural bank acces s to national capital 
markets , . enco uraging grea ter utiliz ation of the Federal Reserve 
System' s s easonal borrowin g privilege , and changing the method o f  
payment o f  c orrespondent services from a deposit t o  a fee sys tem. 
A general st udy o f  the forces of industrial capital demand 
and s upply in South Dako ta was done by Barbara Preston in 19 7 3�18 
Her attemp t  t o  quant i fy the demand for indus trial capital within 
1 7David s. Dahl , "Financin g  Rural Economic Development : 
Impli cations for the Ninth Federal Reserve Dis trict "  ( unpublished 
thesis , The S tonier Graduate School of Bankin g conducted by The 
AIDerican Bankers Asso ciation at Rutgers Univers ity , June 19 74) . 
lBBarbara P reston , "Industrial Development in S o uth Dako ta ,  
A study o f  the forces o f  capital demand and capital s upply" ( Stu­
dent Intern Paper , (Augustana College , S ioux Falls , South Dakota 
Augus t  20, 19 7 3) 
' 
11 
South Dako ta was h a mpered because data were no t readily available for 
this task. She did loca te and analyze possible private and p ublic 
supply sources with the use of compiled statistics , s urveys , and 
interviews . She discovered tha t  South Dako ta lacks compiled statis-
tical in fo rmation in the area o f  industrial capital s upply and demand , 
and that there is a lack o f  communication b etween sta te organizations 
and agen cies in this area. She concluded that banks , insurance com-
panies ,  and o ther private sources within the sta te co uld handle any 
foreseeable demand for industrial capital in the state . 
To analyze the e f fect o f  commercial bank credit on economic 
growth in So uth Dako ta , Robert w .  McKellips surveyed b�nks with in 
t he s tate to determine their attitudes toward credit e xtension and 
their credit p ol·icies and practices . 19 He gro uped banks by trade 
areas and used linear re gression models to de termine the relationship 
between bank p olicies and practi ces and the avera ge ra te o f  change 
in per capital disposable income in each trade area . He concluded 
that conunerci al bank credit policies appear to have some e f fect  upon 
economic growth in S o uth Dako ta , and thus actions of an individual 
bank may in fluence e conomic development within a co mmunity. 
Peter J. Barry s urveyed the country banks of Texas to de termine 
if b ank s ize measured by deposits , specialization in a gricultural 
loans ,  or b ank charter (state ,  na tional) had significant e f fects upon 
19Robert w. McKellips , "An Econo mic Analys is o f  the E f fect o f . 
Commercial B ank Credi t on Economi c Growth in South Dako ta" ( un­
published Mas ter ' s thesis , E conomics Dep artment, South Dako ta S tate 
University, 196 7)  • · 
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the s upply o f  a gricultural loans from country banks . 20 The hypo thesis 
was that the s upply o f  agricultural loans depended upon loan yield,  
risk , and liquidity. These factors in t urn were a fllllc tion of s ize , 
specialization and charter. Analysis of variance and chi square 
analysis were used to test the hypotheses . He concluded that varia-
tions in lending activities appeared to be associated with bank s ize 
and to a lesser extent with bank type . 
Mathew Shane invest igated the performance o f  Minneso ta ' s banks 
by the comparison o f  s ize , location , and other struc tural character-
istics to indicato rs of  bank performance such as the loan to depos i t  
ratio . 21 He concluded that ineffi ciency in bank perfo rmance and 
structure impeded optimal use of funds . iie also disc usses the effects 
of finan cial c onstraint on rural development in o ther p ub lications . 22 
Funds may be leavin g rural areas through the banking sys tem because 
of the needs o r  des ires of rural bankers to hold lar ge amounts of 
bonds for liquidity and safety and to maintain positive balances in 
20Peter J .  B arry , Gregory J. Greathouse , and Kamol Boondiskulchok , 
County Bank Management o f  Yield, Risk and Liquidity on Agricultural 
Loans , Dep artment al In formation Report No . 74-7 , (Texas : Department o f  
Agricult ural Economics , Texas ·A&M Universi ty ,  19 74 ) .  
· 
2 1Ma thew Shane , Minneso ta ' s Bank S truc ture , S ta f f  Paper P 7 3-19 , 
· (Department o f  Agricultural and Applied Economics , Un.ivers i ty o f  
Minneso ta , J uly 19 7 3) .  
2 2Mathew Shane , Element s o f  Banking Per formance, Nin th Federal 
· Reserve Distri ct , S taf f Paper P 7 2-18 , (St. Paul : Department o f  Agri­
cultural and App lied Economics , University of Minneso ta , June 1 9 72) ; 
Finan cial Res t raint , Banking and Rural Development ,  S ta ff Paper P 74-l ,  
January 1,  19 74 ; and The Role o f  Capi tal and Credit Marke ts · in Reoional ·Development : Pro blems and I ss ues , Staff Paper P 7 2-27 ,  November 19;2 . 
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urban co rres pon dent b anks . Fur thermore , rural b anks may no t have the 
ab ility to b rin g  ftmds into rural re gions , and the funds whi ch are 
availab l e  fo r l ocal lending may b e  us ed inef fi cien t ly .  Howeve r , these 
bank act ions d o  no t ne ces sari ly h inder rural in dus trial deve lopmen t . 
Shane s t a t es tha t  evidence o f  the impact o f  finan�ial marke t i�per­
fe ction on growth is di f fi cul t to ob tain . I t  may b e . th a t  o th e r  fac­
tors are res p on s ib l e  for s t a gnation of rura l indus t ry  in ce rtain re­
gions , an d that r ural banks are no t makin g in dus t rial l o an s  s imp ly 
b ecaus e there is no e f fe ctive demand fo r th em. 
Me thods tha t wo uld in crease the amo unt of funds in rural a reas 
were e xamine d  b y  Emanue l  Me licha r. 2 3  These me tho ds can b e separated 
into three ccte6��iez: incre�eed dcpo�its, ���e efficient use of 
bankin g resources , and incre as ed use o f  non- lo cal s o urces o f  f unds . 
He s tate� t h a t  depos i t  growth in re cen t years h as been the maj o r  an d 
a s u ffi cient s o urce o f  mo re loanab le funds , b ut i f  depo s it s  s hould 
ceas e  growin g or if l oan demand sho uld inc rease greatly ,  the banks mus t 
b ecome more e f fi cien t  in the use o f  curren t avai lable f unds o r  vie fo r 
non-local ftmds. Loan port fo lio divers i f i cation would in crease l iq ui­
dity and a l low an in crea se in loans . Revis ion o f  corre s pon dent s ervi ce 
p aymen t from a depo s i t  to a fee system wo uld in crease ava i l ab l e  f unds . 
Non-l ocal s o urces o f  funds in clude the national money marke t and us e  of 
the Fe deral Re s erve ' s s e asona l bo rrowing p rivilege . 
In ano ther p ub l i ca tion Me li char emphas ized the imp o rtance o f  
2 3 Me li cha r ,  o p . ci t .  
302816 SOUTH DAKOTA STATE UNIVERSITY LIBRARY 
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the Federal Res erve ' s seasona l bo rrowing privile ge to help alleviate 
seasonal shortages o f  ftmds . 24  Melichar used weekly data on deposit s 
and loans for 5 ,420 banks for the 196 8-1972 period to determine how 
many banks would qualify and at what month (s) of the year . He found 
tha t  in the p lains s tates 50 percent of the memb er banks quali fied. 
For those b anks , the mon thly qualification pattern was cyclical with 
the larges t n\ll11ber qualifying in June and the fewest quali fying in 
January. 
The P roblems 
The p revious sections have introduced the following questions 
on indust rial development which are the problems that this s t udy 
will inves tiga te .  
Are indust rial firms in South Dakota hampered b y  inadequate 
financing? What is the current financial role of the s t ate ' s com-
mercial banks in indust rial development ? What are the attitudes of 
the bankers towards industrial development ?  Will banks be able to 
meet the future demand for indust rial funds ? 
Objectives 
The general obj ectives of this s tudy are to determine i f  finan-
cial const raints have impeded industrial development in South Dako ta 
24Emanuel Melichar , "Rural Banks and the Federal Reserve ' s New 
Seasonal Bo rrowin g Privile ge" (paper presented at the Ameri can 
Agricul tural Economi cs Asso ciation , The University o f  Alb erta ,  
Edt00nton , Canada , August 9, 197 3) . 
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and to evalua te the role.o f  commercial banks in industrial development . 
Speci fic s t udy obj ectives are : 
1. To des cribe the st ructure and past and future growth o f  
manufacturing an d  proces sin g  indust ries in South Dako ta . 
2 .  To determine to what extent industrial firms are hampered 
by lack o f  funds for cons truction of new facilit ies , for 
expans ion o f  present facil ities , and for operating expenses , 
and to  de termine what is the basis o f  res t ri c tion . 
3 .  To determine the p resent role of commercial banks in 
f inancing indus t rial development . 
4. To determine attitudes tha t  commercial banks have towards 
industrial development within their commu1l.ity and their 
a ttitudes and policies in financing this development . 
s� To estimate the po tential and future role o f  the com­
mercial banks in financing industrial developmen t . 
Procedure 
Primary d ata for the s tudy were obtained us ing mail sur"'."ey 
quest ionnaires . One q uest ionnaire was s ent to all manufact uring and 
process in g  firms in So uth Dakota . It  requested in formation about 
location and expansion activities , and about financial impediments 
and s t ructure .  Ano ther questionnaire , sent to all banks in the 
state ,  requested in formation about indust rial development and loan 
activi t ies , p ractices and attitudes . Copies o f  thes e quest ionnaires , 
descript ion o f  data collection procedures , and response rates are 
in Appendix A. Other data were obtained from the Industrial 
Development Expansion Agency o f  S o uth Dakota , from pub li shed d a ta 
of the Federal Depos i t  Insurance Corporation , and from publ ish e d 
cal l  s t at ements o f  individual banks . 
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Research methods for the s t udy invo lved descrip tive and cate­
gorical ana lyses o f  resp on s es of the quest ionnaire respondents . and 
other data . When applicable , ch i s quare analysis was use d  to in­
vestigate wheth er conditions o r  attit udes di f fered amon g groups of  
banks or  firms . Avera ges were calculated and linear t rend estimation 
pro cedures usin g  r esponse proportions , response averages , and p ub lished 
data were used to ob tain numerical magnit udes . 
To p rep are for th e analys es , Chapter I I  brie fly describ es the 
et ructure o f  the bunkin g and m<L�ufactu�in g-process ing  indus t ries iu 
the s t ate , and p as t  indus trial growth in terms o f  new firms and ex­
pansion activit ies . 
Obj ect ive one was achieved through a descrip tive evaluation o f 
lo cation facto rs in fluencin g firm location in S outh Dako t a, p a s t  
exp ansion activities , and planne d  expans ion activities s t ated b y  the 
indus trial q ues tionnaire respondents . The resul ts are reported in 
Chap ter I I I . 
The s econd obj ective o f  the study was achieved by e xaminin g 
the exist en ce and e xtent o f  re lationships b etween characterist ics o f  
firms and d i f ficulties obtaining funds for investment and operations . 
Chi square tes t s  we re us ed to determine if dif ficulties w ere unique 
to speci fic locations or types o f  firms . The results o f  this analy­
sis are presented in Chap ter IV. 
I . 
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Achievement o f  obj ec tive three entailed calculat in g and in­
spe ctin g  the ave rage percentage o f  industrial funds obtained from 
commercial b anks b y  dif ferent categories o f  firms . To examine the 
source o f  these b ank funds , the percentage o f  loans tha t are in­
dus t rial loans for dif ferent bank deposit s i zes were cal culated . 
Las tly , an e s t imation o f  the amount o f  industrial loans held by b anks 
in the s tate was made . The results are reported in Chap te r v .  
Obj ective four was achieved by examin in g  attitudes and pre­
ferences o f  bankers as express ed in respons e to s urvey ques t ions 
ab out ind us t rial development , des irable type ( s )  o f  indus t ries , loan 
practices , and factors affectin g  industrial loans . 'lbese att i tudes 
"W · re ffitalyze.d  by chi s quare t e s t a  to de termine if  s pe<..i fic gro up s  o f  
banks have di fferent attitudes than do other bank group s . The re­
sults are p resented in Chap ter VI. 
Obj e ctive five was achieved by identi fying factors tha t will 
in fluence future demand for indus trial funds . Then , capabilit ies 
of banks in the s tate to  ful fill that demand were exp lore d . The re­
sults are repo rted in Chapter VII. 
In Chapter VIII the s ummary and conclusions o f  the s tudy are 
presented.  
CHAPTER I I  
DES CRIPTION OF BANKS AND MANUFACTURING-PROCE S S ING 
PLANTS IN S OUTH DAKOTA 
To faci l i t a te dis c us s ion an d analys is in later chap ters , thi s  
chap ter des crib e s  some s t ruc t ural a n d  location chara c t e r i s t i cs
.
o f  
banks an d man u facturing-p ro ces s in g  f irms in S o uth Dako ta . Pa s t  in-
dus t rial a c t i vi ties in terms o f  new firms and e xpans ion a c tivi t ies 
are also des c r ib e d .  
Des cription of B anks 
Th e re are 15 9  commercial banks in South Dako ta . O f  the s e  15 9  
b ;lnk� ,, 129 h P'Te s t ate chart e rs , C1P d 3 2  hav� n� tiona1 1.:h a. r te rs Be..., 
sides the 32 n a tion a l  b anks , tha t  are automa t i cal ly memb ers o f  the 
Fede ral Res erve S y s tem, 2 4  s t ate b anks are also memb e r s . Al l b anks 
in the s t ate a re ins ured by the Federal Dep o s i t  Ins urance Corp o ra tion . 
South Dako ta a l lows s t atewide b ranch b ankin g and 42 b anks opera te a 
to tal of 8 1 b ranches . 1 
Most o f  the 1 5 9  b anks have less than 10 mi llion d o l l ars · in de-
pos its , b ut thi s  maj o r i ty ho l ds only 22 per cent o f  the t o tal depos i ts 
in the s t a te .  The four l ar gest b anks colle c t ively h o l d  over $ 800 
mi l lion in d ep os i ts ,  o r  34 percen t  o f  the total depo s i t s  o f  a l l  b anks . 
The numb e r  o f  b anks by depo s it s ize cat e gories and to t al depo s its 
lChara c te ris t i cs and c on d i t i ons of the b anks a re of De cemb er 
31 ,  19 7 3 tm le s s  o therwise no ted .  
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of each catego ry are shown in Table I I-1 . 'Ib.e t ab le also shows that 
banks b e c ame l arge r  and to tal bank depos its of the s ta te increase d  
from 19 7 1  t o  19 7 3 .  
Dispers ion o f  banks w i th in the s ta te i s  quite widespread . 
Table I I- 2  shows the numb er an d type o f  banks fo r the s t ate and for 
each o f  the s ix pl anning and development dist ri cts . 2 ' Lo cat ion o f  
b ran ch b anks and the home o f fi ces o f these b ranches is shown in 
Tab le I I- 3 .  Dis t ri c t  I I , which in c lude s th e ci ty o f  S io ux Fal l s , 
has mo re b anks w i th depos i ts over $ 20 mi llion than any o the r dis t ri c t .  
The dis t ri ct is also the l o ca t ion o f  the home o f fi ce fo r 3 5  o f  the 
81 b ranch b anks . Many b anks in o ther p lanning and development dis-
tricts have b ran ches with in th e i r  mm p lan�:!.�g di� t r:!. c t . but only 
banks in the S e con d Dis t ri c t  have b ranches in all o th e r  dis t ric ts . 
Dist rict  VI , which includes the secon d large s t  city in th e s t a te , 
_Rap id City , has fewer b anks than any o th e r  di s t ri c t . The dis t ri c t  
has more b ranches than main b anks . Only one is a na tional b ank , 
b ut ha l f o f  the s t ate banks in th e dis t ri ct are memb ers o f  the 
Federal Res e rve . 
The s even coun t ies o f  Minnehaha , Pennin gton , B rown , Codin gton , 
Beadle , B rookin gs , and David son , where the maj or c i t ies o f  the s t a te 
are lo ca ted , are the s ource o f  app roximately 4 3 percent o f  the to ta l  
3 depos i t s o f  the s t a te . The banks in the s e  count ies may ac tual ly 
2
Fo r a des c rip t ion o f  the s ix planning and deve lopmen t  dis­
tric ts , s ee App endix E .  
3The depo s it s o f  b ran ches a re in c l u d e d  in the c o unt y whe re 
the b ran che s a re l o ca ted , and n o t  the c ounty o f  the home o f fi ces . · 
Table II-1 : Nmnber o f  Banks and Total Deposits by Deposit Categories , 19 71 � 19 7 3  
Year* 
19 73 
19 7 2  
19 71 
. . . . . . . . 
Number o f  Banks 
Total Deposits 
( Thous and $ )  
Number o f  Banks . 
Total Deposits 
(Tho usand $ ) 
Number o f  Banks 
Total Deposits 
(Thousand $) 
. . .  
. . . 
All 
Banks 
159 
2 , 36 7 , 998  
159 
2 , 016 , 819 
15 9 
1 , 76 3 , 952 
· Deposit Size in Millions of Dollars 
0 - · 5 5 - 10 10 - 25 Over 25 
60 48  32  19 
206 , 32 7  32 2 , 62 3  45 7 , 798  1 , 381 , 249  
78 42 24  17  
247 , 385 29 1 , 037 340 , 0 70 1 , 138 , 32 7 
85 38 17  15 
2 76 , 0 75 278 !' 66 7  261 , 8 71 94 7 , 339 
, 
Four 
Largest B anks 
4 
80 7 , 655 
4 
683 , 54 3  
4 
589 , 452 
. . . . .  
Source : Annual Report o f  the Federal Deposit Insurance Corporation , (Washington , D .  C. ) , 19 71 , 19 72 , 
and 19 73. 
*December 31 , reporting date . 
N 0 
Tab le I I-2 : Lo ca tion o f  B anks in S outh Dakota b y  Plar. nin g and Development Dis trict , De cemb er 31 , 
19 7 3  
Plannin g Numb er Charter 
Federal 
Reserve 
Depo s i t  S ize i n  Mil lions o f  Do llars 
Dist rict of B anks National S tate Memb ers 0 - 5 5 - 10 10 - 20 Ove r 20 
I 3 1  6 , 25 9 1 4  1 0  4 
II 25 8 1 7  1 1  8 5 5 
III 29 3 26 8 7 12 6 
IV 36 7 29 12 20 7 5 
v 27 7 20 9 9 , 8 7 
VI 11 1 10 7 2 6 1 
To tal 159 32 127 5 6  6 0  4 8  32 
-
-
· Source : · · Annual · Report · o f · tbe · Federal Deposit · Insuranc e · Corpo rationL 19 73 , (Washington , D .  C . ) • 
. , · . . ' �.----- .�-------·---� --�-
3 
7 
4 
4 
3 
2 
19 
N 
I-' 
Table I I- 3 :  Location o f  Branches and Home Of fices b y  Planning 
and Development Dis trict , Dece mb er 31 , 19 7 3  
Location o f  Home Office of Branches by Dis t rict 
Branches Number o f  
By Dist ri ct B ranches I II III IV v VI 
I 15 9 5 1 
I I  14 13 1 
III 1 7  7 10 
IV 9 2 1 6 
v 11 2 2 7 
VI 15 6 9 
Total 81 9 35 12 10 7 9 
Source : Derived from: 1 9 74 B ank Directory o f  the Upper Midwes t, 
(Minneap olis : Commercial West) , 19 74. 
22 
( 
' � ' 
. 
' !  ; 
control o ver 5 0  percent o f  the s tate ' s deposits b ecause they have 
b ranches in o ther count ies . This is especially true for Minnehaha 
2 3  
county , whi ch i s  the source o f  only abo ut 15 percent o f  the state ' s 
depos its , b ut whose banks control between 30 and 40 percent o f  the 
state ' s depos i ts . 
· Des cription of Manufacturing-Processing Plant s  
If South Dako ta i s  a s tate o f  both small and relatively large 
banks , the s ame is true for manufacturing and proces sing p lants in 
the s t ate . Th ere are about 8 36 manufacturing and processin g  plant s 
in South Dakota . The maj ority of  these , 642 , emp loy fewer than 25 
persons , 129 p lants employ 25 to 99 persons , and 65 plants employ 
100 or mo re persons . Yet four plants employ more than 500 persons 
and collectively employ over 5 , 000 persons , account ing for 30 percent 
of the total manufac turing and processing employment o f  the s tate . 
Two indus tries , the food indus try (SIC 20 ) , and the printin g  and 
publishing industry ( SIC 2 7) , historically have been the largest in 
4 
terms o f  total employment and number of  p lants . 
Table I I-4 lists the numb er and s izes o f  p lants in the state 
by plannin g  and development district , and for selected cities � Dis­
trict II , whi ch includes Sioux Falls , has the greates t numb er o f  
plants that employ more than 100 persons . The S ixth Dist ri c t , whi ch 
includes Rapid City , has the second greates t number o f  plant s . 
4u . s .  Bureau o f  the Cens us ,  Co unty Bus iness Pat terns - 19 7 2 , 
South Dakota CBP- 7 2-4 3 ,  (Washington : Government Print ing O f fice , 19 7 3) , 
p . 12. 
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Table I I-4 : Number o f  Industrial Plants by Location , June 1 ,  19 74 ; 
( S tandard Indus trial Classification = 0 1 8  and 019 , 10 , 
14 , 20- 39 ) 
Number Numb er o f  Employees 
o f  
Location Plants 0 - 24  25  - 99  Over 100 
Planning 
District I 14 3 10 7 26 10 
I I  196 137 40 19 
I I I  12 8 104 13 1 1  
I V  130 104 18 8 
v 70 6 2  8 0 
VI 167 130 2 3  14  
Maj or 
Cities S io ux Falls 111 62 24 15 
Rapid City 15 55 9 11 
Aberdeen . 3 3  2 4  5 4 
S tate To tal 8 36 642 129 65 
Source : So ut h  Dako ta Directory of Manufacturers and P rocesso rs : 
19 74- 75 , Department o �  E conomi c  and Tourism Development , 
Indust rial Divis i on , (Pierre , South Dako ta) , and o ther un- · 
p ublis hed data from t hat department . 
25 
The Fi f th Di s t ri c t ,  in the central part of  the state , has the fewes t 
plants . 
Indus t rial expans ion has b een extens ive in S outh Dakota during 
the last 5 years . S ince 1969 , 220 new plants have b een cons t ructed . 
Nineteen o f  thes e new p lants employ more than 100 persons ,  and 4 7  
ei!lploy 2 5  to 29 pers ons . Also , since 1 9 6 9  there have b een 2 4 0  re-
5 
corded p lant e xpans ions . The numb er o f  new plants and expansion 
activities for the s t ate are shown in Tab les II-5 and I I-6 . 
Al tho ugh 2 20 new plants have begun operations s ince 19 69 , 6 5  
have also ceased  opera tions d uring this perio d ( Table I I- 7) . O f  the 
65 plants that c lose d ,  32 had begun ope rations s ince 1 9 6 9 . This is  
� mortcl ity ra te o f  1 4  percent for �ew p lant s . Thi� phcnorr.cncn was 
most prevalent in Di st rict V ,  where many of the p lants were lo ca ted 
on Indian rese rvations .  Dist rict IV als o  lo s t  a large numb er o f  in-
dustrial p lants , b ut most o f  the plants clos e d  in that distri c t  had 
begun operations b e fore 1 9 6 9 .  
Forty -five p l ants are located in conununities th a t  d o  no t have 
a bank o f fice . Most  o f  these p lant s are newspap e r  firms and agri-
cultural proce s s ing p lants , and s erve the local needs o f  the com-
munity . Al l  but 5 o f  these plants employ fewer th an 2 5  persons , and 
5An in ci dent o f  indus t rial expans ion may c onsi s t o f  ei th e r  
capital addi tion o f  10  thous and dol lars t o  mi l l ion s an d / or a n  em­
ployment addition o f  a coup le persons to h und reds . S ome p lant s  have 
expanded mo re th an once s ince 1 9 6 9 .  
Table I I-5 : Numb er and Size Category of New Indust rial 
Plants by Location , 19 69 - June 19 74 
P lanning Number o f  Employees 
District To tal 0 - 24 25  - 9 9  Over 100 
I 4 9  31 15 3 
II 51 35 12 4 
III 2 4  15 4 5 
IV 2 6  19 5 2 
v 2 4  17  5 2 
VI 4 6  3 7  6 3 
Total 2 20 154 4 7  19 
Source : S outh Dako ta , Department o f  Economi c and Tourism 
Development , Industrial Division , ( Pierre , Sou th 
Dakota) , 1969-19 7 3, and unpublished data from tha t  
department . 
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Table I I-6 : Numb er and Size Category of  Expanded Plants *  
b y  Location , 1969 - June 19 74 
Plannin g · Number o f  Employees 
District Total 0 - 24 25 - 9 9  Over 100 
I 46 13 11 22 
II 59  22 15 2 2  .. 
I II 2 7  14 7 6 
IV 34 1 3  10 11 
v 17 5 11 1 
VI 5 7  19 23 15 
Total 240 86 77 77 
Source : South Dako ta , Depar tment o f  Economic and Tourism 
Development , In dustrial Divis ion , ( Pierre , South 
Dakota) , 1969-1 9 7 3 ,  and unpublished data from tha t  
. department . 
*The employment s ize is after expans ion , there fore , 
after expans ion a firm may b e  in a larger employment s ize . 
2 7  
2 8  
Table I I- 7 :  Numb er o f  Closed Plants b y  Location and Employment Size , 
Plannin g 
. Dis trict 
I 
I I  
I I I  
IV 
v 
VI 
Total 
. . . 
1 9 6 9 - June 19 74 
. . . . . . . 
. .  Total 
8 
12 
7 
8 
11 
19 
65 
. . . . . . . . 
Numb e r  o f  Em£loxees 
0 - 24 25 - 9 9  
6 2 
9 1 
6 1 
8 0 
8 3 
15 2 
52  9 
New Firms 
· That Have 
Mor tal i ty Closed 
Over 100 Rate* 1 9 6 9-19 7 4  
0 • 8% 8 
2 8% 6 
0 6% 3 
0 7% 2 
0 19% 7 
2 14% 6 
Li 10% 32 
Source :  Unp ubl ishe d data , Depar tment of E conomi c and Tourism Develop­
· ment , Indus t rial Divis ion , ( Pierre , South Dako ta) . 
*B as e = N umb er o f  Firms in 19 69 0 
29 
100s t  are l o cated in the western hal f  of  the state , in Distri cts V 
and VI .  The n umb ers o f  these plants b y  size category and b y  p lanning 
dist rict are shown in Table II- 7 .  
Tab le II-8 : Number o f  Plants in Communities With no Banks by 
Lo c ation 
Planning Number of EmEloiees Percent of To tal 
Dist rict . . To tal . 0 - 2 4 25 - 9 9  Over 100 Indus t ries * 
I 7 6 1 0 5% 
II 5 5 0 0 2% 
III 6 5 1 0 5% 
IV 7 6 1 0 5% 
v 5 5 0 0 7% 
VI 15 13 1 1 9 %  
Total 45 39 4 1 5 %  
Source : · · south Dako ta Director of Manufacturers and Processors , 
· 19 7 - 7 5 , Department of Economic and Tourism Development , 
Indus trial Division , ( Pierre , South Dakota) .  
*Base = To tal Number o f  Industries in 19 74.  
CHAPTER III 
FACTO RS AFFECTING LOCATION AND EXPANS ION 
DE C I S I ONS BY FIRMS 
B e caus e a d d i t i onal emp loyment and income f rom the s t a te ' s  manu-
facturin g an d p r o ce s s in g  industries  can originate frgm lo c a t i on o f  
new f irms i n  the s t a te o r  from expans ion o f  pre sen t fac i l i t ies ,  the 
economi cs of f irm lo ca tion an d exp ansion are paramount in forecas t in g ,  
plannin g , and p romo tin g  increas ed indus t ri a l act ivi ty . Thi s  chap te r  
ident i f i es e conomi c  factors in fluencing f irms t o  l o cate i n  S o uth 
1 
Dakota. The cha p t e r  also analyz es past expans ion de c i s ion s  and 
expan s ion p lans o f  f i rms located in the s t ate . 
Lo ca tion De cis ion Factors 
The t h i rd q ue s t ion of the indus t ry quest ionnaire a s k e d  firms 
to rank the f ou r  mo s t  impo rtant factors that were re s p ons i b l e  fo r 
2 
location o f  thei r firm in S o uth Dakota . Ten fa c t o rs were l i s t e d  in . 
the ques t i on an d s pace was p rovided to l i s t  addit i onal facto rs . The s e 
location fac to r s are fac to rs respons ib le for firm lo cati on in So uth 
!Al tho ugh mos t  p lant s in the s t ate are home o f fi ce firms wi th 
no b ranch o pe r ati ons , there are approximately 5 0  b ranch p lant s  in the 
s tate .  The t erm firm i s  us e d  in the text fo r bo th type s  o f  o p e rations . 
2
Le s s than a thi rd o f  the res pondents answe red the s econ d  p ar t 
of the q ues t i on ; rank the fo ur mo s t  important fac t o rs tha t were re­
spons ib le fo r t he l o ca tion of yo ur firm at the pre s ent s i t e in S o uth 
Dako ta .  Fo r t h e  mo s t  par t ,  thes e  firms tha t  did answer t h e  s econd 
part o f the q ue s t ion responded with the same answer tha t they gave fo r 
the firs t part . 
· 
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Dakota , b ut are no t necessarily the most important factors considered 
by firms when choosing a location . 
Importance o f  each factor was evaluated accordin g  to the rating 
of importance given that factor by a firm and by the numb er of firms 
3 
that indicated i t  was a factor .  A rank of  1 ,  the most important , was 
. 
given a s core o f  four . Other factors were s cored accordin gly , down 
to a rank o f  4 ,  which was given a score o f  one . I f  a firm did no t 
rank a facto r as one o f  the top four facto rs , that fac tor was given a 
score o f  zero . Then,  scores given ea ch factor by the firms were s um-
med to derive the importance o f  tha t factor in influencing firm loca-
tion in South Dakot a .  
' Histo rical Changes in Lo ca tion Factors 
Table I I I-1 shows factors responsible for lo cation of firms in 
South Dakota during various time periods . The finns are separated 
into four t ime periods : b efore 194 8 ,  1949 to 19 6 3 ,  1964 to 19 6 8 , and 
1969 to 19 74 .  For all fo ur perio ds the most important location factor 
was that the city was the home community of  the owner . Other important 
location factors for the earlier established firms were closenes s  to 
raw materials and closeness to ·markets . These factors con tinued to 
3some of the respondents checked only important factors rather 
than ratin g  the four important factors . These responses were no t used 
in the analys is although their responses followed the pattern of  the 
firms that did rate the factors . Firms that ra ted only the important 
one , two ,  o r three fac to rs ra ther than the four factors were us ed in 
the evaluation and their responses were rated with the same wei ght 
given the o the r firms , i . e . , the most important factor was s t ill given 
a s core o f fo ur. 
J 
Table III- 1 : Evaluation* of  Factors Affe cting the Location o f  
Indus trial Firms in South Dako ta , b y  Time Period 
Rating by Year o f  Est ab lishment 
32 
Reason for 
iLocation be fore 1 94 8 19 4 9  19 6 3  1964 - 19 6 8  1 9 6 9 - 1 9 74 
Close to market 
Close to raw 
materials 
Good trans­
portation 
Abundant labor 
Low labor cos t  
Low power cos t 
Local fun ds were 
available 
Favorable t ax 
policy 
llome community 
of owner 
Quality of life 
Other 
79 64 
105 55 
4 3  2 3  
4 6  33 
2 7  18  
10  0 
42 20 
22 15 
126 89 
74 36 
1 3  4 
1 6  4 4  
8 32 
6 31 
10 38 
16  20 
5 3 
1 7  21 
6 2 4  
34 62 
1 8  30 
8 2 3  
*Each firm chose the four most important lo cation fac to rs , by 
priority order , from the factors listed.  A score o f 4 was given to 
a factor given firs t  p riori ty , a s core of 3 to a factor given s e cond 
priority , e t c .  I f  a factor was no t one o f  the four factors for a 
firm it was given a s core o f  zero for that p lant . Evalua tion o f  
each fac tor was then ob tained by s umming the scores given tha t fac­
tor by each firm. The higher the s co re the more import ant the factor 
Was in af fe cting location .  
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influen ce loca tion decisions o f  mo re recent established firms but abun­
dant labor and low labor cos ts became mo re impo rtant facto rs than for 
earlier es tablished firms . Quality o f life was a lso an important facto r 
fo r mo s t  t ime p eriods . 
Location Fac to rs In fluencin g  P re s en t  P lant Location 
I t  is p robable  tha t the same fac tors respons ib le fo r location 
of firms in So uth Dako ta in the recent past , say since 19 6 9 , will have 
an important in fluence on the de cis ions o f  fi nns cons idering whe ther 
to locate in So uth Dakota in the ne·ar fut ure . Hence , rankin gs o f  lo ca­
t ion facto rs b y  the 3 8  o f  the 1 8 8 operatin g  firms ( 20 p e rcen t )  that 
locate d  in S o uth Dako ta s in ce 1 9 6 9  were i dent i fi e d  and eva l uated . For 
analys is , the:se finns �·i e .i:-e separa ted accor <liug to the fo llow in g f i rm 
and commun i ty characteris tics : emp loyment s ize , city pop ulation , loca­
tion (by p lannin g and developmen t dist rict) , lo cation o f  home o f fi ce 
and type o f  in d us try . 
Res ults o f  this analys i s  are presente d in Table I I I- 2 .  Th e 
roost important facto r  for location in the state was tha t  the city was 
the home c ommuni ty o f  the owner. The s econd , third , an d  fo urth most 
important fac to.rs were c l oseness  to marke ts , ab undant l ab o r  s upply , 
an d clos eness t o  raw materials . The leas t  impor tant factor  was low 
power cost . 
Emp loyment S i z e  
For fi rms th at  employ f ewe r than 2 5  p ersons , the toos t  importan� 
factor for lo cation in the s t ate wa s tha t  the ci ty was the home 
34 
community o f  the owner . Other important factors were closeness to mar­
kets and goo d  t ransportation facilities . For firms tha t employ 25 
to 99 pe rsons the most important factor was abundant labor.  Other 
important facto rs were closeness _ to raw materials , favorable tax po l­
icies , and that the city was the home community of the owner .  Firms 
that employ over 100 persons indicated that closeness to markets was 
of p rime importance followed by abundant labor an d  favo rable tax pol­
icies . The importance o f  the o ther factors for each employment size 
is listed in Table I II-2 . 
Unlike small firms ( under 25 employees) that origina te in the 
home community o f  the owner , large firms may consider mo re factors 
before choosing a plan t location . Larger firms have the greates t 
need for l abor , an d  an abundant labor supply is important in selecting 
a location . Larger firms also have a large capital outlay in b uild­
ings and equipment , and favorable tax policies b ecome a facto r .  
City Po.Pulation 
Fac to rs responsible for firms locating in cities under 1 , 000 
population were home community of owner, low labor costs , and q uality 
of life. In cities with pop ulation between 1 , 000 and 2 , 500,  factors 
that were important were closeness to raw materials , home community 
of owner ,  and availability o f  local funds . In cities o f  2 , 500 to 
10 , 000 population , importc.·.1t factors were home connnunity of owner ,  
quality o f  l i fe , and good transportation . In cities with pop ulation 
over 10 , 000 , factors o f  importance were closeness to markets , abundant 
labor s upply , and home community of  owner ,  (Table I I I-2 ) . 
Table II I-2 : Evaluation* of F3c tors Af fec ting Location o f  Indust rial Fir;1S in South Dakota S ince 1969 
Employment Size Pla.,ning Dis t rict City Size 
Reason fo r 
Location To tal 
Under 
2 5  25-100 
Over 
100 I II I I I  IV V V:. 
Unde r 1 , 000-
1 , 000 2 , 500 
2 , 500- Ove r 
10 , 000 10 , 000 
Close to 
t:.'.lrkets 
Close to R.:iw 
::-.a t e  ri als 
Good Trculs­
portation 
Abundant Labor 
LO'w Lab o r  
cos t 
Low Power 
c o s t  
Local Funds itere 
ava ilab le 
Favorable Tax 
pol icy 
Hone Co=t::i.ity 
of O".IUe r  
Quality o f  
l i fe 
Other 
44 
32 
31 
38 
20 
' 
, . . 
3 
2 1  
2 4  
62 
30 
2 3  
34 
2 2  
2 5  
22 
1 3  
3 
15 
11 
54 
20 
1 3 
3 
8 
4 
10 
4 
0 
6 
8 
8 
6 
4 
7 
12 
2 
6 
3 
0 
0 
7 18 
8 4 
0 14 
13 7 
5 6 
2 1 
3 3 
6 0 7 b 
4 2 0 14 
6 5 0 6 
8 9 0 l 
0 7 0 J 
0 0 0 0 
7 8 0 0 
5 . 4 3 6 11 0 l) 
0 5 27 12 16 0 2 
4 
7 
5 16 
2 9 
6 l 0 2 
0 2 0 10 
7 
4 
4 
4 
8 
2 
0 
2 
16 
8 
6 
*For an explanation of the meaning of ratings , see the footnote to Table III-1 . 
* *A description of the types o f  firms in each SIC is given in Appendix Tab le E-3. 
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2 5 30 
12 4 12 
6 6 15 
5 2 27 
5 3 4 
0 0 1 
9 0 12 
7 1 14 
1 1 12 2 3  
3 7 12 
0 4 1 3  
Home 
Offi ce 
S t andard Indus trial 
Cl assi fication { S IC) * *  
Outside 14,  2 3 , 
20 27 31 S. D .  32 
20 
16 
8 
2 1  
1 1  
l 
4 
1 7  
0 
5 
6 , 
8 11 5 3 
8 14 0 0 
2 12 0 l 
3 
0 
1 
0 
0 
9 
5 
2 
5 3 6 
3 0 2 
0 0 0 
3 7 0 
2 0 4 
5 8 4 
1 5 1 
4 2 4 
24 , 
28 , 30 
14 
10 
12 
8 
0 
3 
l 
8 
5 
5 
l 
34-
39 
4 
0 
0 
20 
7 
2 
4 
1 7  
2� 
13 
6 
w ­
V1 
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Firms locate in all ci ty s izes b ecaus e the city is the home 
community o f  the owner .  Addi tionally , low l abo r cos t  i s  a fac to r in 
the smal les t  s i z e  o f  c ity an d ab undant labor is a factor in th e lar-
gest ci ty s i ze . Closenes s to raw materials is a factor for the 
smaller s i ze d  c i t y  an d c lo seness to marke ts is a factor fo r the lar-
ger s ized c ity . Firms tha t  located in cities o f  1 , 000 to 2., 5 00 also 
indicate d that availab ility of local funds was a factor fo r location . 
Tilese ci t ies may b e  a c tive ly s t riving to evo lve from a s olely a gri-
cultural s e rvi c e  center to a divers i fied employment mix , and are 
providin g f unds to aid this development . 
· p1annin g · an d Development Dis t rict 
'rhc iuo s t:  h po ;.: tant fac to r fv r firm lvcation i11 P l a  nii,,g and 
Development Dis trict I was alnmdant labor s upply . In Di s t ri c t s  I I , 
II I ,  and
· 
I V  the mos t  important fa ctor was tha t  the c ommunity was the 
home o f  the owner .  In Dist ri ct  V the only fac tor o f  impo r tance was 
closenes s  to raw materials . Other important factors for the d i s-
tricts were closeness to markets in Dis trict  I I ,  abundant labor force 
in Dist ri ct I I I , and favorable tax policies in Distri c t  IV , (Tab le 
II I-2) .  
The dis t ri cts in the eastern half o f  the s ta te s eem to b e  
chosen for firm location because the owners are living i n  the city , 
because the.re i s  an ab undant labor s upply , and because marke ts are 
close.  Firms lo cate in the wes tern half o f  the s t a te b ecaus e  raw 
tnaterials are available an d markets are close by . 
3 7 
Location o f  H o me Of fice 
For thos e  firms who s e  home o f fice is  located outs ide the s tate , 
impor tant fac to rs for lo ca t ion were ab undant labor s upply , c loseness  
to  marke ts , a n d  f avorable tax polic ies . Unimpor tant factors were low 
powe r cos t s  and availab il i ty o f  local funds ,  (Tab l e  I I I-2 ) .  
Type o f  Pro duction ( Accord ing to SIC) 4 
O f  the f i rms res pon din g ,  those producing sand and gravel 
(SIC = 14) ,  and s tone and cement ( S I C = 32 ) ,  l o cated in S ou th Dakota 
becaus e the c i ty was the home communi ty o f  the owne r ,  and b ecaus e 
market s  and r aw ma terials were c los e . Foo d  p ro ces s in g  firms ( S I C  = 
20) , located in S o uth Dako t a  b e caus e raw materials and -marke ts  were 
close �ud b e caun e o f  good trn;in portn tion . Print ing and p ub l i shing 
firms ( S I C = 2 7 ) , l o cated in South Dako ta b e caus e the c i ty of loca-
tion was · the home commun i t y  of the owner ,  b ecause l o ca l  funds were 
available , and markets were c l os e .  Cl othing ( S I C = 2 8 ) , and rub b er 
( S I C  =30) , f i rms l o ca ted in S o u th Dako t a  b e caus e markets we r e  c l os e , 
good tran s por ta t i on was available , and raw materials were close . 
Machine and o ther miscel l aneous firms ( S I C = 3 4  to 39) , lo ca ted 
in S outh Dako ta b ecause the ci ty wa s the home commun i t y  of th e owner , 
abundant l ab o r was avai lab le , and quali ty o f  l i fe was good , (Tab l e  
III-2) . 
4n1e S t andard Indus t rial Cl as s i f i ca t ion is used t o  s eparate the 
firms by type o f  p ro d uc t . The c l a s s i f i c a t ion of firms a c c o r ding to two 
and three digi t  d ivis ions is shown in Append i x  E .  
• , '  
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· Expans ion Decision Factors 
Reasons Fi rms d id no t  Expand 
Quest i on 8 o f  the industry ques tionnaire asked firms that did 
not expand within the las t five years to che ck the reason or �easons 
that no expans ion o ccurred .  Five reasons were l is ted and s pace was 
provided to wri te non-lis ted reasons . The numb er o f  respons es for 
each reason , s eparated by employment size of the respondent firms is 
shown in Tab l e  III- 3 .  
Tab le III- 3 :  Re asons Firms did no t Expand During 19 6 9  to 1974* 
Humb er o f  Res�ons e8 
Employment Size 
Reason 0 - 24 25 - 9 9  Over 100 Tota l 
Satis fied with 
presen t  s ize 38 2 4 44 
Shor tage o f  l abor 6 1 0 7 
Shortage of raw 
materia ls 7 2 2 11 
Lack of market for 
more product ion 19 2 1 2 2  
Unavailab ility o f  
financin g 12 1 1 14 
Others 8 1 1 10 
*A few firms checked more than one reason . 
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The mo s t c it e d  reason for non-exp ansion was s a t i s f a c t ion w i th 
present s i ze . TI1 is reason for a non- e xpans ion decis ion can b e  clas­
sif ie d  as b ein g interna l to  the firm , while the o ther reasons are 
external cons t r aint s upon potential expans ion . Lack o f  marke ts for 
increas ed pro d uc tion , a n d  unavailab i lity of finan cing were the first 
and s e cond mo s t  c i t e d  e xterna l cons traints .  Short age o f  raw materials 
and shortage of l ab o r  were the third and fourth most ci t e d reasons . 
Under the c a t e gory o ther reasons , the mos t  common reason expansion 
d i d  no t o ccur was tha t  the f irm had expanded j us t  b e fore the five ­
year period . 
More f i rms tha t emp loy fewer than 2 5  persons than the l ar ger 
firms s ta te d that e xpan s i on did no t o ccur b ecaus e of s a ti s f a c t ion 
wi th pres en t s ize . Con trary to no rmal expectat ion , sho rtage o f  labo r  
was a reas on given b y  more smal l firms than large firms . Lack o f  
markets fo r mor e  p roduc t ion a lso wa s mor e  o f  a p rob lem for the small 
plants than the large p lant s . Sho rtage of raw materi a l s  a f fe cted the 
lar ge plan ts as well a s  the small p lant s . Unavailab ility of f inancing 
was a cons t rain t  for 1 2  firms th at employ fewer than 25  pe rsons , for 
one plant tha t emp l oys 25 to 9 9  persons , and for one f i rm tha t  emp loys 
more than 9 9  p e r s ons . The s ub j e c t  o f  financin g  as a res t raint wil l  
be dis cus s ed in d e t ail in t h e  next chapte r .  
Future Expans ion P l ans 
Ques t ions 9 ,  1 0 ,  and 1 1  o f  the indus t ry q uest ionnaire aske d 
f i rms i f  th ey h ave p lans f or expan s ion wi thin the next f ive years , 
Population o f  the c i ty whe re expans ion wil l  o c cur , and i f  e xpans ion 
• , !  
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will b e  i n  the p re s en t  communi ty and in South Dako t a . 
P l ans fo r e xpans ion b y  f i rm emp loyment s i ze and b y  city p o p u-
lation are shown in Tab l e  I I I-4 . A l arger percen ta ge o f  the la r ge 
firms than o f  the s mall f i rms p lan to expand wi th in th e next five years . 
The maj o r i ty o f  f irms t h a t  emp loy more than 100 pers ons p lan to ex-
pand in c i t ies o ver 1 0 , 00 0  p opula t ion . The maj o ri ty � o f f i rms th a t  
fall with in the employmen t ranges 25 t o  9 9 , and fewer t h a n  2 5  p lan 
to expand e i th e r  in c i t ies ove r 10 , 000 p opul a t ion or in c i t ie s  under 
1 , 000 p o p ul a t i on .  
Table I I I-4 : P l an s  for E xpan s ion in the Next Five Yea r s , by 
Fi rm S i z e  an d City S iz e  
Numb er o f  Fi rms 
Population o f  City in Wh ich 
Expans ion Wil l O c c ur * 
Emp loyme n t  ExEan s ion P lan s Un der 1 , 000- 2 , 5 0 0- Over 
S i ze No Yes 1 , 00 0  2 , 4 0 0  9 , 9 9 9  10 , 000  
Under 2 5  6 2  105 4 5  1 7  6 3 7  
25 - 9 9  7 40 12 1 3 2 1  
Ove r 100 5 2 5  2 5 1 14 
Total 7 4  1 70 5 9  2 3  10 7 2  
*Fi f t een o f  th e fi rms th a t  p l an t o  expand wil l no t e xpan d  in 
the ci ty whe re t hey are p resently locate d .  Of the s e , 11 p lan to 
exp an d in S o uth Dako ta . Twelve o f  the f i rms did no t in d i ca te the 
pop ul a t ion o f  the c i ty in which they plan to exp and . 
" '  
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Fif teen o f  the firms that have expans ion p lans will not expand 
in the city in which they are presently loca ted .  Of the 15 , eleven 
still plan to expand in S outh Dakota.  Oppor tunity to p urchase existing 
plants and facilities , desire to disperse operations , and labor 
shortages were the main reasons ci ted by firms for plans to expand 
in o ther c i ties . 
S ummary 
Histori ca lly , industrial firms have located in South Dakota 
because the c i ty of location was the home community o f  the owners , 
and becaus e raw materials and markets were clos e.  Although these 
location fac tors continued to be important factors in the location of 
firms in the s tate in the last  five years , abundant labor and favor­
able tax polic ies have also become important , espe cially for those 
firms whos e  h ome o f fice is located outside the state . 
Most firms th at did no t expand during the las t five years 
indicate that they are happy with their present s i ze .  Lack o f  mar­
kets for more p roduction and unavailability of  financin g were a lso 
important reasons some firms were not able to expand . 
Tite maj ori ty of the respon dent firms plan to expand their 
facilities in the next five years . Most of these expans ion activi­
ties will o ccur in those cit ies over 10 , 000 popula tion and under 
1 , 000 population . 
CHAPTER IV 
FINANCIAL RESTRI CTIONS TO INDUSTRIAL DEVELOPMENT 
S ince a discuss ion of methods to increase the current supp ly 
of funds for industrial development is meanin gles s unless an economic 
demand for these funds exis ts , the purpose of the forthcomin g analy-
sis is two- fol d .  First , to de termine if there is an unmet demand 
for funds for indus trial expansion and /or production , and i f  so , 
to determine the magni tude of the unmet demand . Second , i f  there is 
unmet deman d ,  to evaluate fac tors associated with the p roblem . Se-
quential presentation of  the chap ter follows these two goals . 
The Extent o f  Financial Restriction 
Quest ion 14 (a) of the indust ry ques tionnaire asked if a sho rt-
1 
age of ftmds had restricted the s ize o f  the present p lant . A· pos-
s ible yes or no response was provided . Of the 260 questionnaire 
respondents , 2 36 answered the quest ion ; 42 res ponded yes and 194 
responded no . When respons es of those firms with plant s  const ructed 
since 1969 are isolated from all respondents , the question essentially 
determines i f  const ruction o f  
'new plants has been hindered b ecause 
1
ori ginally , the ques tionnaire was to be sent to new firms so 
the questi on had read : Has a shortage of funds rest ricted size o f  
initial p lant?  When i t  was decided to send the quest ionnaire t o  all 
o f the firms in South Dako ta , the question was changed to the present 
form. I t was valueless to ask a firm that built 50 years a go if size 
of the initi�l p lant was rest ricted.  · , · 
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o f  inadequa te f inan cin g. Fi f ty-s even n ew firms answered the ques tion­
naire ; 5 4  answe red q ues t ion 14 . Twenty of th ese firms answered yes 
and 34 answe red no . Thus , 3 7  per cen t o f  th e new firms tha t  responded 
indi ca te d  that a s hor t a ge o f  f unds res t ricted the s i z e  o f  their pre­
sent p lant . 
Ques t ion 14 ( b )  o f the industry q ues t ionnaire aske d i f  a short­
age of funds had res t ricted exp ansion o f  p lant s ize . O f  the 2 6 0  
ques t i onnaire r e s p ondents , 22 7 answered the q ues tion ; 5 4  responded 
yes and 1 7 3 r es ponded no . Thus , 2 4  per cent o f  the f irms th at re­
sponded indicated tha t a sho rta ge o f  funds res tricted e xp ans i on 
activi t i es .  
Question 1 5  c f  the in dus try ques t ionnaire sked i f  p:rnduc -· ion 
has b een limi t e d  b ecaus e of lack o f  operatin g  funds . O f  the 2 6 0  
ques t ionn aire r espondent s , 2 5 0  answered the q ues tion ; 5 2  answere d 
.Yes an d 198 answe red no . Thus , 2 1  per cent o f  the fi rms tha t responded 
indicated that a s hor ta ge of f unds res t ricted output of their p lant . 
Many f i rms answere d yes to two or all th ree o f  the above 
q ues t ions an d t h us indi cated t h a t  they had p rob lems oh t ainin g  funds 
for more than one a ctivity .  In to tal , 6 7  d i f ferent firms , 2 6  p er­
cent of tho s e  respon d in g ,  indicated tha t  they had problems ob taining 
funds for one or more uses . Dat a neces s ary to estimate the amounts o f  
fun ds that thes e firms des i red b ut were unab l e  to ob t ain are no t avail­
ab le . Howeve r ,  f tm.d ing d i f ficul ties p reven ted 14 firms from any ex­
pansion a c tivi ties a t  all . An d ,  p roblems fo r the other fi rms , while po t 
th is s evere , s t i l l  may have b een s ub s tant ia l .  
" '  
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· Fac tors As so ciated with Financial Restri ctions 
Certain characteristics of  firms or their locations may b e  as-
sociated with financing problems . Discovery of these characteris tics 
or location fa ctors will he lp determine what types of  firms or loca-
tions are experien cin g di fficulties ob tainin g funds . This knowledge 
will narrow the s earch for causes of the problems . Also , identi fi-
cation of areas of inadequate financin g  will facilit ate design and 
implementation o f  p rograms to correct the financin g p roblem even i f  
its causes are not  determined .  
Th e  followin g factors were evaluated to determine i f  they are 
associated with the problem of inadequate financing :  employment s ize 
of the firm, p opulation of the city where the fi� is loca ted , loca-
tion within the s tate , longevity of the firm, and whether the firm is 
a branch ( s ubsid iary) or home firm. Hypotheses with respect to the 
effect o f  each o f  these factors on financing and the methods used in 
their evaluation are outlined b elow .
2 
Employment S i ze 
The emp loymen t s ize o f  a firm is an approximate measure o f  
its s ize . A firm with a large· employment normally has a d i f ferent 
internal structure than a smaller firm. The large firm may not be 
2Three o ther factoi a  ori ginally cons idered to b e  important 
were : type o f  p roduc t  (by S I C ) , change in output d uring the last 
five years , and annual sales or output . Dif ficul ties with grouping 
firms within - these three factors prevented any conclus ive analysis ,  
although preliminary res ults showed that these factors were p robably 
not signi ficant . 
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who lly dep en d en t  upon a s ingle manager , but us ually has pers onne l 
tha t s peciali z e in s pe c i f i c  man a gemen t t asks , i . e . , p ersonne l  mana ger , 
f inan cial manage r ,  p ro duc t ion mana ger . In contras t , the small firm 
us ually has one manager , o ften the owner , an d al l operations are 
to tally dep en den t up on h i s  man a gerial experien ce and ab ility • . Th is 
depen den cy o f ten constit utes a risk f o r  pot ent ial l enders . The sma l l  
f i rm  may a ls o h ave a re latively low eq ui ty leve l .  Th i s  l ow equity 
base coup le d  w i th low mana ge rial expe r tise may hinder at t emp ts by th e 
manager to s eek non- l o cal so urces � f  funds . 
In the analy s i s  whi ch follows , each firm was p la ce d  into on e 
of three employmen t s i zes : l ) 0-24 emp loyee s ,  2 )  2 5-99 emp l oyees , 
and 3) 1 0 0  o r  more employees . 3 Al tho ugh in gene ral the c& te: g,0 ·,;:it:s 
are a go o d  mea s ure of the sma ll , medium ,  and large firms in South 
Dakota , �he catego ry of 0-2 4 emp loyees is s omewha t  mis leadin g .  Mos t  
fi rms i n  this emp loyment gr o up emp loy fewer -th�� t en ·  p ers on s and at 
least 168  emp loy fewer than three ( s ee Appendix E) . Thus when this 
emp loyment s i z e i s d i s c us s ed , i t mus t be rememb e red tha t mo s t  of the 
firms a c t ua l ly emp loy fewer than ten p e rsons . 
Cit p _ Y opula ti on 
Many f i rms , espe ci a l ly s mall firms , are dependen t  upon lo ca l 
so urc es o f  finan cin g ,  the r e fore , the s i z e  o f  the city where the firm 
3
ni es e d ivis ions are use d  in the S o uth Dako ta Manufa c t urers 
and Processin D i recto r  19 7 4- 1 9 75 , Ind us t rial Divi s ion , Dep ar tmen t of 
Economi c an d To urism Deve lopmen t ,  ( Pierre , South Dako ta ) . 
. . .  
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is located may be an important determinant of the amount of funds that 
is available . The s ize of city also affects the opera tion environ­
ment and costs o f  a firm. Labor supp ly ,  water supply , fire and police 
protection , as well as other servi ces are dependent upon city popu­
lation . I f  a p ros pective lender does no t think that the size o f  the 
city is conducive to operations of the firm, he may no t be willing to 
loan investment o r  opera tin g capital . 
City p opul ation s izes used in the analys is were : 1) under 
1 , 000 ; 2) 1 , 00 1- 2 , 500 ; J) 2 , 501-lG, OOO ; 4) over 10 , 000 . A city popu­
lation of 1 , 000 was considered the minimum necessary for many city 
services to be available . A city of  2 , 500 population was used as the 
next divis ion because it is the divis ion line no rmally us ed to separ­
ate rural and urban communi ties . A 10 , 000 ci ty population was used as 
the last division line b ecause it allowed approximately equal numbers 
of cities to be lo cated in the upper two categories . 
Location 
Location in an area of high savings may facilitate the us e  of  
local ftm ds for inves tment . Location may also be cons idered important 
by prospective lenders b ecause it affects the viab ility of a firm. 
Raw materials , s ervices , and transportation facilities tend to be 
located in par ticular geo graphic areas of  the state.  
The s ix p lannin g aud development districts were us ed to divi de 
the state into firm location regions . These districts were originally 
derived by group ing  contiguous counties with similar e conomic 
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features and are thus app rop ri a te for the analys is . 4 
Ag,e o f  Firm 
The l on gevi ty o f  a firm may in dicate bonds with the c ommunity 
in wh i ch i t is l o cate d .  B e cause of lon g s tanding credit re lation-
ships and rep ayment h is t o ry ,  a firm tha t  has b een estab l ished in a 
conunt.m i ty f o r  many y ears wo uld no t b e  exp e c t ed to have as much d i f-
ficulty obt ain in g f unds as wo uld a new firm. An ol de r f i rm may a lso 
have a b etter finan c ial s t a tement than a youn ger firm . 
Fo r an a ly s i s , firms were c las si fied a ccordin g  to the fo l lowin g 
es t ab l ishment p e riods : 1 )  to 194 8 ,  2) 19 4 9  t o  1 9 6 3 ,  3) 1 9 6 3  t o  1 9 6 4 , 
4 )  19 6 9  to 1 9 7 4 .  Th is rep resen t s  5 -year , 10-year , and .2 5 -yea r  divi-
s ions . 
B ran ch Fi rm 
I f  a fi rm i s  a s ub si d i ary o r  a branch p lant , outs i de s ou rc es 
of f unds may b e  availab le . Even i f  the firm ( o r  p lant )  i s  smal l , as . 
par t  o f  a larger o pera t ion i t  is ab le to draw upon re s o ur ces and 
ab i l it i es o f  the whol e  o rgan i z ation . 
For analy s i s  f i rms were clas s i fied as e ither : 1 )  b r an ch o r  
s ub si di ary f i rms , o r  2 )  home o f f i ce firms .  
4The p lann in g an d d eve lopmen t dis t r i c t s  were des i gn a t e d  by 
the S outh Dako t a  S t ate P l annin g  B urea u w i th as s i s t an ce an d r e com­
mendations f ro m Rob e r t  J .  An t on i de s , E c onomi cs Dep artmen t , S o uth 
Dako t a  S ta t e Un ive r s ity , an d The Depar tment o f  B us ines s an d Research 
at the Univers i ty o f  S o uth Dako t a .  ' t � 
4 8  
Impor tance of  the Factors 
With minor exceptions each of  the facto rs outlined  above were 
tes ted fo r as so ciat ion with di f fi cult ies in ob t ainin g  f unds for new 
plants , e xpansi on , and opera tions . To test in dep endence b e tween 
levels o f  a factor and dif ficul ties obt ainin g f inancial  funds ,
. 
a chi 
s quare t e s t  o f  in depen dence was us ed . The null hypo thes is in each 
tes t was that th ere was no relationship between s pe c i f i c leve l s  o f  
the factors an d d i f ficulties in s ecuring f un d s ; i . e . , independence . 
The alte rna tive h ypothesis was tha t  there wa s a relationship b e tween 
levels of the f a c to rs an d d i f ficulties in s e curing f unds ; i . e . ,  
dependen ce . Rej e c t ion o f  the null hypothes is imp lied ac cep tance o f  
the a tern ative hyp0tl-i e s t '3 ,, b 1 t  fail ure t o  rej e ct the null hj�po th e s is 
did not imp ly ac ceptance o f  th e n ull hyp o the s is . The n ul l  hypo thesi s 
was te s te d a t  the . OS level o f  s i gni fican ce . Res ults o f  the s t atis­
tical tests are s ummari z ed in T ables IV-1 to IV- 3 .  The data fo r the 
fac to rs fo un d to b e  s i gni fican t  a t  the . 0 5 leve l are in Appen dix B .  
New Fi rms 
The fac to r found to have a s igni ficant in flu�nce upon the ab il-
ity o f new firms to  obt ain funds is whether the fi rm i s  a b ranch or 
home firm ( Tab le IV-1) . Ve ry few o f  the b ranch or s ub s i d ia ry firms 
indica ted p rob lems obt ainin g funds • 
.§,epans ion 
The s t a tis t ical test for the emp loymen t factor was s i gn i fican� 
for thos e fi rms tha t had d i f fi culties ob tainin g funds for e xpans ion 
ll 
Table IV-1 : Factors As sociated with Di f ficulties in Financin g  
New Firms ( 1969-19 74) 
2 
Degrees of  Samp le Level o f  x 
. Factor Value Freedom S ize S igni ficance 
Employment Size 1 . 2 4 *  2 54 . s 4ns 
City 
. o7ns Population 1 . 05* 3 54 
Plannin g 
District 6 . 2 9 *  5 54 . 2 ans 
Branch or 
Home Plant 6 . 80 1 54 . 018 
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s = s ignificant at . OS leve l ,  the data for signi fi cant fac tors 
are in Appendix B . 
ns = no t s i gni fican t  at  . 0 5  level. 
*The expected frequency for some cells is less than 5 ,  the 
minimum �s ual ly endorsed . 
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(Table IV- 2) . Of the 5 4  firms that expressed dif ficulties in ob taining 
funds for exp ansion , only nine employed more than 2 5  persons . Because 
a small percentage of the two larger employment categories of firms 
had d i f fi cul ties in obtainin g  funds for expans ion , no dependable 
pattern could b e  found us ing these employment s izes . Hen ce , the two 
larger employment categories were removed from the data when the 
other factors were tested. The factor that appears to influence the 
ability to obt ain expans ion ftmds for firms with emp loyment o f  fewer 
than 25 persons is whether the fin.ns are branch or home o ffice firms . 
Branch and s ubsidiary firms do no t experience as many problems in 
obtaining fun ds as do hone firms . 
Qperation 
The emp loyment factor was s igni ficant for those firms indi­
catin g tha t a shortage of funds restricted output . Again , be cause 
only ei ght o f  the firms that indicated problems employ mo re than 2 5  
persons ,  only the f i rms  that employ fewer than 2 5  persons were used 
to test the o ther factors . The facto rs fotmd to affect a small firm
' s 
ability to obt ain funds for operation are lon gevi ty o f  the fi rm and 
whether the firm is a branch or home firm. The smaller firms have 
difficulties ob taining funds and the younger of these firms exper­
ience the most p roblems . Once again , branch and subsidiary firms do 
not experience the diffict · lties obtaining funds tha t  home firms ex­
perience (Table IV- 3) . 
• ' 1 '  
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Table IV-2 : Factors As sociated with Dif ficulties in Financing 
E xpansion 
x
2 Degrees of  S amp le Level o f  
. Factor . . Value Freedom Size Signi ficance 
Employment S i z e  9 . 94  2 2 28 . 018 
City 
Population 
(Employment 
\Dlder 25) 3 . 17 3 151 . 3 7ns 
Planning 
Distri ct 
(Employment 
. 39
ns 
\Dlder 25)  5 . 2 2* 5 151 
Longevity 
of Plant 
(Employment 
under 2 5) 7 . 6 4 3 14 7 . o6ns 
Branch or 
Home Plant 
(Employtnent 
. 0 38 under 25) 4 . 87 1 14 7 
8 a s i gni ficant at . o s  level, the data for significant factors 
are in Appendix B .  
n s  a no t s igni ficant a t  . 05 level . 
*The expected frequency for some cells is less than 5 .  
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Table IV- 3 :  Fa ctors Associated with Dif ficulties in Financin g 
Operation Cost s 
2 
Degrees of  Sample Level o f  x 
Factor Value Freedom Size S ignificance 
Employment S i z e  9 . 9 2  2 248 . 02
8 
City 
Population 
(Employment 
under 25)  2 . 38 3 169 . sons 
Planning 
District 
(Employment 
. 4lns under 25)  5 . 0 6* 5 169 
Lon gevity 
of Plan t  
(Employment 
. 01s under 25) 12 . 69'/c 3 165 
Branch o r  
Home Plant 
(Employment 
. O l
s 
under 25) 6 . 10 1 165 
s • s i gnificant at  . 05 level , the data for signi ficant factors 
are in Appendix B 
ns • no t s i gnificant at . O S  level.  
*The expected frequency for some cells is les s than s . 
• '  
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Reasons Given for Dif ficulties 
Ins ufficient equi ty was the 100st common reason given to firms 
by prospective lenders for inabi lity to fill requests for funds . 
'Ibis is shown in Table IV-4 . The table also shows tha t the next 
cited reason was lack of interest in promoting that type of industry . 
Low p robability o f  the firm' s succes s and prior commitment o f  loan 
funds were les s cited reasons . 
Table IV-4 : Reasons Given to Firms by Potential 
Lender for no t Providing Funds * 
. . . Reasons 
Ins ufficient equity of firm 
Low P robability of success 
Prior commitment of loan funds 
Lack o f  interest in promo ting 
tha t  type of industry 
Other reason 
Numb er of 
Respons es 
2 2  
10 
1 3 . 
19 
5 
*A few firms checked more than one reason. 
· s ummary 
Twenty-s ix percent of  the respondent firms indicated dif fi­
cul ties obtaining f\lllds for some activity . 
54 
'lbirty-seven percent of the new firms responding indicated 
dif ficul ties obtainin g funds for construction. The b ranch and sub­
sidiary firms did not experience problems . 
Twenty-four percent o f  the respondents indicated dif ficulties 
obtaining funds for expansion . The smaller employment size firms ex­
perienced the most p roblems except for the smaller subsidiary and 
branch firms . 
Twenty-one percent o f  the respondents indicated that a sho rt­
age o f  funds rest ricted output . TI1e smaller employment s izes indi­
cated problems and the younger of these firms had the most p roblems . 
Again , the smaller s ubsidiary and branch firms did no t experience 
problems . 
The most common reason that prospective lenders gave firms 
for inability to p rovide fllllds was the low equity position o f  the 
firm. Another reason was that the lenders did not have an interest 
in providin g  funds for certain types of p lants . 
' ; '  
CHAPTER V 
TUE ROLE OF BAf TKS IN FINANCING 
I NDUS TRIAL ACTIVITIES 
Commercial banks are an impor t ant segment of the financial 
sys tem in S outh Dako t a ,  b o th in tern� of nunili er o f  of fices and in 
deposits hel d .  In most communit ie s  the bank is the only lo cal finan-
cial ins tit ution . Th is chapter examines th e financial ro l e  o f b anks 
in ind us t rial a ctivities within the s tate.  Firs t , t h e  type s of in-
dus t ries that use bank funds for dif ferent types of indus t rial a ctiv-
ities are des cr ib e d . Then the p e rcen t a ges o f  to tal bank loan s  tha t  
are indust rial loans , and the time length and o ther indus t rial loan 
characteristics are examined .  Also , an es tima tion is made o f  the to tal 
indust rial loan s  h e l d  by the banks in the s t a te .  
Indus t r i a l  Use o f  Bank Fun ds 
In the in dus tr ial q uest ionnaire , firms were asked to list the 
percent age o f  ftmds obtained from di f fe rent sources for e s t ablishment 
o f  the firm,  for expans ion , for current operations , . and  fo r proj e cted 
expansion ,  ( Ques t ion 19 ) .  In c l ud e d  among these sources were local 
1 
banks , o ther s t a te b anks , and out-o f-state b anks . Lo cal b anks were 
fur ther s eparate d  into  home o f fice and branch categories . 
P roportions o f  to ta l  funds ob tained from each b ank s ource fo r 
lnata obt aine d  from the o ther possible s ource s wil l  b e  reported 
in a s eparate s t udy . 
' 1 '  
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each industrial f inancing nee d a r e  p resent ed i n  Ap p en dix C and dis-
cus sed b elow. To cal cula te avera ge proportions , the p e rcenta ge s  o f  
total inves tment o b t a ined from bank sources for e a ch in d u s t rial f i rm 
2 
were used , no t the a c tual amounts o f  inves tment . Thus , t h e  avera ges 
do not rep res ent p e r cent a ges o f  to ta l  indus t rial fin an cin g fro� e a ch 
o f  the various b ank so urces , rathe r they represent ave rages o f  the 
individua l firms ' b o rrowin g dis t r ib utions amon g the var io us b ank 
sources . S tan dar d  deviations o f  avera ges are also shown . Most o f  
thes e  s t �n dard d eviations are q ui t e  large , indica t in g that percentages 
given by firms varied w ide ly . 
S in ce a smal l pe rcen t a ge o f  fi rms completed this  s ec tion o f  the 
3 
no t neces s ari ly representa tive o f  the p opulation . 
Bank Financin for Firm E s t ab l ishmen t 
O f  the 5 7 res pondent firms established s ince 196 9 , ( from a 
poss ible 188) , 3 2  comple ted this s e c t ion o f  the que s t ionnai re . Avera ge 
percentage s  o f  funds ob t ained from the b ank sources w ith d i f ferent 
· 2When the q uest ionna i re was formulated , ana ly s i s  o f  varian ce 
methods were p l anned t o  dete rmine s i gn i f i can t d i f fe rences b e tween types of indus t ries an d percen t a ges of funds derived from e ach s o urce . B u t 
s in ce a smal l p e rcent a ge o f  the res pon dent s comp le t e d this s e c tion o f  
the q ues t ionna i re ,  and the d i s t rib ution does no t ap pear t o  b e  no rmally 
d is t rib uted , ( i . e . e rror is no t no rmal ly d i s t rib u te d ) , the data d i d  no t 
lend it se l f to ana lys is o f  vari ance t e chni ques . 
3Al tho ugh a low response rate was received with thi s  s e c tion 
O f the ques t ionnai re , i t  was f e l t  tha t a much low e r  res pons e would 
have b een received i f  the a c t ual amo unt o f  f unds bo rrowe d  f rom so urces 
rather tha the percen t a ge amo unt had been req ues t e d .  
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chara c teris t i cs o f the res pon dent firms are presente d  in Appendix c . 
On an average , the 32 respondents ob t ained 1 7  percent o f  their 
funds f rom So uth Dakota banks , and zero p ercent from o u t-o f-s t a te 
b anks . Mos t b ank funds were obtaine d  from lo cal home o f fice b anks . 
Re s pon dent f i rms  tha t employ fewer than 2 5  pers ons , typically , 
us ed mo re b ank finan cing than did firms in the two l a rger employ-
ment groups . In fact , the three respondents that  emp loy mo re than 
100 pe rson s d i d  n o t  us e any bank financing.  Bank funds us e d  by firms 
that employ 2 5  t o  9 9  persons came entirely from lo cal b anks . Res-
ponden t firms tha t emp loy fewer than 25 p ersons us ed s ome b ranch 
b ank an d some non-lo cal bank financing . 
Home o f fi ce firms did  a hi gher ave ra ge percen t a ge o f  their 
borrowing f rom S o uth Dako ta banks than did branch and s ub s i d i ary 
firms . The small amo unt , ( p e rcen tages ) ,  o f  funds tha t  the b ranch 
and s ub s idiary firms obt ained from banks came from local home o f fice 
banks . 
Respond ent f i rms tha t indicated problems obtainin g f unds , on an 
average ,  obt aine d  abo ut the s ame proportion o f  their f unds f rom So uth 
Dako ta banks as d i d  tho se firms that did no t have prob lems . Firms 
that d i d  h ave p roblems use d  some non-lo cal b ank funds , while thos e  
firms that had n o  p rob lems used only lo cal home o f fice b ank f unds . 
Bank . Finan cin g for Firm Expans ion 
Of the 2 6 0  q ues t ionnaire res pondents , 2 30 indicated that their 
firms h ad expanded in the last five years . One h undred t en o f  these · 
2 30 firms comple te d  this s e c t ion o f  the q ues t ionnaire . Ave rage 
' • '  
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proportions o f  funds obtained from each b ank so urce are presented in 
Appendix c .  Again , mo st s t andard deviations are quite l arge , indi-
eating tha t res ponses varied grea tly . 
The 1 1 0  respondents ,  on an average , obtaine d 32 percent o f  their 
inves tment funds for expansion from So uth Dako ta b anks , and 2 pe rcent 
from o ut-o f-s t ate b anks . Mo s t  o f  the funds from S o uth Dakota banks 
were obtained from lo cal home o f fice bank s . 
Respon dent s who employ fewer than 25 persons ob t aine d 40 per-
cent o f  their funds f rom South Dako ta banks , con s i derab ly mo re than 
the 18 an d 22 p ercent for the o ther employment s izes . The maj ori ty o f 
thes e  fw1 ds were ob tained from lo ca l  home o f fice b anks . Firms tha t 
sion from o ut-o f-s t ate b anks compared to 2 percent and z ero percen t  
for the smaller and larger firms . 
Respon dent firms that are be bveen 5 an d 10 years o ld obt ained , 
typically , 1 7  percent o f  their exp ans ion funds from So uth Dakot a b anks . 
Firms in o ther a ge groups ob t ain e d app roxima t e ly 34 percent o f  their 
expans ion ftmds f rom So uth Dako ta banks . Again , mos t  of thes e funds 
were from lo cal home o f fi ce b anks . Firms over 2 5  years old  were the 
only a ge group tha t  indi ca ted use o f  finan c in g  from o ut-o f-s t a te 
banks . 
Home firm res pondents , ob taine d a larger p e rcen tage o f  thei r  
funds fo r exp ans ion from So uth Dako ta b anks than d i d  b ranch and s ub-
Bidiary p l an ts . Only home o f fi ce firm respondents ob t ained any funqs 
from o ut-o f-s t at e  b ands . 
. , .  
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Thos e  f i nns  t h a t  indi c a ted dif ficul ties f in an c in g e xpans ion , 
on an average , ob t ained a lar ger percentage o f  their funds f rom S o uth 
Dakota banks than did tho s e  firms tha t  did not indica t e  p rob l ems . 
Only firms tha t d i d  no t have dif ficulties us e d  o ut-o f-s t a t e  b ank 
financing. 
B ank Finan cing · for C urrent Opera ti ons 
Eighty-ei gh t  o f  the 2 6 0  q ues t io nnaire res pon den t s  comple t e d  
this s ection of  the q ues t i onnaire . The ave ra ges are shown in Ap pendix 
C. Again , average s  were computed in the same manner a s  in the p re­
vious two s e c t ions . 
The 88  respondents obtain 2 2  percent o f  their f tm ds to fi­
n�nce curren a s s et s  from So uth Dako t a  b �nk� , and three percent 
from o ut-o f-s t a te b anks . Mos t  of th e funds from S outh D ako ta b anks 
are obt ained f ro m  lo cal home o f f i ce banks . 
Re s ponden t s  who employ mo re than 100 p ers ons ob t ain a h i gh er 
proport i on o f  th e i r ope ra t in g  funds from So uth Dako ta b anks than do 
the o ther two e mp loymen t gro ups . 
Fi rms tha t  are f rom 5 to 2 5  years o l d  ob t ain ·a grea ter p ro­
portion o f  thei r  funds from S outh Dako ta b anks than do e i th e r  y o unger 
or o lder firms . On ly tho s e  respon dent firms tha t  have b een es t ab lished 
lon ge r than 2 5  years use o ut-o f-s t a te financ in g .  
Home fi rms obt ain a higher perc entage o f  their op e ra t in g  f unds 
from S outh Dako ta banks tha n do the b ranch and s ub s i diary p lant s . 
Only the home firms ob t ain any opera tin g funds from o ut-o f-s t a t e  banks . 
•. I 
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There were no dif ferences b etween firms tha t  indicated dif­
fi culties obt aining funds an d thos e  tha t  did no t with respe c t  to the 
average pe rcen t age o f  operating funds ob tained from South Dako ta b anks . 
Firms that d i d  no t e xperience problems obtained some funds from out­
o f-s t a te b anks . 
Bank Finan cing f or P lanned Expans ion 
O f  the 260 q uest ionnaire respondents , 1 70 indicate tha t they 
plan to expand in the next five years . S ixty-seven o f  these  firms 
comple ted this s e ct ion of the q uestionnaire . The averages are shown 
in App endix c .  
On an avera ge , the s e  6 7  firms plan to ob t ain 2 4  ·percent o f the 
f ds fo r expans ion. f rom South Dako ta banks and 5 percent frcm o ut-o f­
state b anks . Fi rms in all three employment s izes p lan to obtain ap­
proxima tely the s ame p ropor tion of funds from the S outh Dako ta b anks , 
b ut firms in the employment s iz e  2 5  to 99 p lan to obt ain a higher per­
cent age from o ut-o f-s t a te banks than do firms in the o ther two emp loy­
ment s izes . 
lfurtgages on Non-B us iness Property 
Ques t i on 13  o f  the in dus t ry quest ionnaire asked fi rms to give 
the per cen tage o f  b or rowe d funds from all sources s e cured by mo rt­
gages on non-b us ines s  p roperty . One hundred and ninety-nine o f  the 
26 0 que s tionnai re res pondents completed the quest ion . 
Ei ghty p ercent o f  the firms indicated tha t  they d i d  no t have 
tOOrtgage s  on non-b us ines s  property • As would be expe c t e d  few o f  the 
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larger firms h ave mort gages on non-business property , and these mort-· 
gages are a smaller percentage o f  to tal borrowed funds than is · the · 
case for smalle r firms . A typical respondent firm has 9 p ercent o f 
borrowed fllllds s ecured by mort gages on non-b us iness property . This 
average ranges from 10 . 1  percent for those respondents who employ 
fewer than 25 p ersons to a low of 2 . 8 percent for firms who employ 
100re than 100 p ersons . As indi cated by the large standard deviation 
shown in Table V-1 , the firms ' percentages varied greatly . 
Table V-1 : Percentage o f  Borrowed Funds from all Sources Secure d  
by Mort gages o n  Non-Business Property 
Average 
. . . 
Standard 
Deviation 
. . .  
Percent that 
Have Mort gages . .  
' . . . . . .  
- All - Firms . Un der 2 5  
9 . 0 10 . 1  
2 2 . 4  24 . 0  
2 0 . 0  2 3 . 0  
Employment S ize 
2 5 - to 99 Over 100 
9 . 0 2 . 8  
22 . 0  10 . 6  
2 1 . 0  s .o 
Indus t rial Loans Held by Banks 
�rcentage and Amount of  · In dust ri al Loans o f  Banks 
Ques t ion 6 o f  the bank quest ionnaire asked b anks to give the 
percentage o f  their total loans tha t are industrial loans . All b ut 
2 Of the 9 7  main o f fice bank respondents completed the question . 
(lbere are 159 b anks ) . Results are shown in Table V-2 . 
. . . ... ; .. -� .···-
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Fi f ty- f ive o f  the b ank respondent s indi cated that they di d no t 
have any indus t rial loans . Hore b anks in the depos i t s i z e  $1 0 to $20 
million and o ver $20 mi llion than the smaller two dep o s i t  s i zes have 
indus t rial loans , b ut only b anks with deposits over $20 mil l ion have 
a s i gn i fi can t ly g rea ter average percen tage o f  indus t rial loans than 
do the o th er depo s it s iz e s . 
Tab le V-2 : Percentage o f  To tal Loans Held by Banks in So uth Dako t a  
that a r e  Indus t rial Loans 
Depo s it S ize in Hi ll ions o f  Dol l ars 
Al l  D anks Under 5 5 to 10 IO  to 20 Over 20 
Average :+ . o 4 . 0  3 . 0  1 . 6  :i.0 . 5  
S t an dard 
Devia tion 8 . 9  7 . 4 5 . 7  2 . 2  19 . 4  
Percent th at 
Have Indus t ri al 
Loans 42 . 0  39 . 0  34 . 0  5 3 . 0  ss . o  
To e s t imat e  t o tal indus t rial loans o f  the b anks in S ou th Dako ta , 
the dol lar amount o f  to t al loans for each res pondent b ank as o f  
De cemb er 3 1 ,  1 9 7 3 ,  was mul tiplied by the percen t a ge o f  l oans fo r 
indus t ri a l  p urp os e s in dicated by th a t  res ponden t b ank . For tho s e  
banks who d i d  no t c omp le te the ques t ionnaire , the avera ge pe rcentages 
of indus t rial l oans to to tal loans calc ula te d for the di f ferent de-
posit s iz es o f  the res pondents were mul ti plied by th e a c t ual lo ans 
of each non-re s pon dent b ank in that dep os i t  size . The amo unt s for 
·.' 
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all banks were then summed . 
For respondent banks , industrial loans were estimated to to tal 
90. 8 mil lion dollars . For non-respondent banks , indus trial loans o f  
$34 . 9  million were est imated . The to tal o f  these two est imates is 
$125 . 7  million. On De cemb er 31, 19 7 3 ,  commercial banks in South Dakota 
had total industrial and commercial loans anounting to $ 2 74 . 1  million .
4 
Thus , industrial loans are estimated to be approximately 4 6  percent 
o f  the commercial and indust rial loan group . 
Length o f  Indust rial Loans 
Quest ion 8 o f the bank questionnaire asked banks to list the 
percentage o f  the tot al value of  their indust rial loans tha t  are less 
than a year in length , that are one to five years in length ,  and that 
are over five years in length . As shown in Table V-3 ,  for the average 
bank 41 percent of the indust rial loans are made for periods o f  
from one t o  five years , 29 percent are for less than one year and 
29 percent are for greater than five years . As indicated by the 
large s tandard deviation tho ugh,  the average length o f  loan payment 
period varies greatly among banks . 
The second p ar t  o f  the question asked banks to also list the 
1969 to 19 7 3 average percentage of loans in the three loan length 
categories . For those banks that completed this part o f  the ques t ion , 
the response did no t dif fe � greatly from their response for current 
loans .  
4Federal Deposit Insurance Corporation, Bank Ope rating S t at is­
l!cs ·- 19 73 ,  (Washington , D .  c . , 19 73) . 
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Table V- 3 :  Percentage o f  Bank Indus trial Loans b y  Length o f  Loan 
Currently 
(19 7 3) 
Average 
S tandard 
Deviation 
19 69 to 19 7 3  
Average 
S tandard 
Deviation 
Length of Loan 
Under 1 year 1 to 5 years 
29 . 4 41. 1 
34 . 0  36 . 0  
30. 4  . 44 . 7  
34 . 0  36 . 5  
SBA Guaranteed Loans 
Over 5 years 
2 8 . 5  
19 . 2 
30 . 0  
·Question 9 o f  the b ank quest ionnaire asked b anks t o  give the 
percentage o f  the value o f  their industrial loans that are guaranteed 
by the S mall B us iness Administration . The results s eparated by de-
posit s ize gr,oups are shown in Table V-4 . 
Table V-4 : Percentage o f  Industrial Loans that are SBA Guaranteed 
Deposi t  Size in Hillions o f  Dollars 
. . .  All Banks Under 5 5 to 10 10 to 20 Over 20 
Average 31. 0  19 . 6  21 . 8  6 6. 6  4 4 . 3  
Standard 
DeViation 3 7 . 7 31 . 9  3 3 . l  38. 5 39 � 5  
' 1 ' 
An average bank has 31 p ercent o f  its indus trial lo ans 
guarante e d b y  the Small B us ines s  Admini s t ra tion. The average is 
large r  fo r the two b ank s iz e  gro ups ove r  $10 mil l ion in d ep o s i ts 
than tho s e  s i z e  groups under $ 10 million . Apparent ly , b anks ove r 
$10 mil lion in depos its u t i l i ze the S BA to a g reater e xtent than 
65 
do s malle r banks . Thi s  may b e  b e caus e  large r  b anks nave mo re indus­
trial loans , an d thus have an opp o r t uni ty to b e  mo re fami l iar with 
the S BA p rogram. 
S ummarx 
Al thou gh respondent fi rms varied cons iderably in p e r c en t a ge 
o f  funds obt ained f rom c omme rc ial b anks in th e s t ate , an avera ge 
f irm ob t ained 1 7  percent o f  the f u.'1ds neces s � ry to c one t ruc t a new 
p lan t from banks in S o uth Dako ta , 32 pe rcent o f  th e f unds fo r e x­
pans ion 9 ·an d 2 2  percent o f  the f unds to finan ce c urrent o p e ra tion s . 
They p l an to obt ain 2 4  p e rc ent o f  th e funds fo r fut ure e xpans ion 
from S o u th Dako ta b anks . Mo st o f  the s e  funds were o r  w i l l  b e  ob­
taine d  from lo cal home o f fice b anks . A few fi rms ob t ain funds from 
out o f  s t ate b anks . 
Twenty p er cent o f  the respon dents have mo rt ga ges on non-
b us ine s s  p rop e r ty .  An avera ge firm has 9 percent o f  b o rrowed f unds 
se c ure d by mo r t ga ge on non-b us in e s s prop erty . Fewer large firms h ave 
mor t ga ges on non-b us ines s p roperty , and th e s e  mo r t ga ge s  are a smal ler 
pe rcentage o f to t a l  b or rowe d fun d s  than is th e  cas e fo r smaller 
firms . 
Indus t rial l o an s  held by b anks in th e s t ate are e s t ima t e d  to 
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be approxima t e ly 1 2 5 . 7 million do llars . Although the maj o rity o f  b anks 
do no t have any ind us tr ial loans , on the avera ge ,  4 percen t o f  a b ank ' s 
loans are for indus trial purpos es . This percent age r an ge s  f rom 1 . 6  
percent for tho se b anks that h ave $ 10 to $20 mi l lion in depo s i ts , to 
10 . 5  percent fo r tho s e  b anks with depo s i t s  over $ 2 0  mi llion . Time 
length o f  the s e  lo ans varies consi der ab ly for dif ferent banks , b ut fo r 
an average b ank , 4 1  pe rcent o f  its indus trial lo ans are from one to 
five years in len gth , 30 per cen t are under one year , and 30 p ercent 
are over five years . 
Banks in the s tate use the SBA loan guarantee pro gram exten­
s ively . An ave rage b ank has 31 pe rcent o f  its ind us tr ial loans guar­
anteed by the SBA. Ln� ��r b anks tend to use the prc gra.� to a gre�t�r 
extent than do smal ler banks . 
' 
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CHAPTER VI 
ATTITU DES OF BANKERS TOWARDS I NDUS TRIAL DEVELOPMENT , 
INDUS TRIAL FIRMS ; AND INDUSTRIAL LOAN PRACTI CES 
Indus t ri a l  f irms tha t  are lo cated in S outh Dako ta , e s pe cially 
the small firms , o b t a in a s ub s t antial amount o f  f unds from commerc ia l  
banks i n  the s t ate . Th i s  important role o f  banks i n  fundin-g indus-
t rial development means that att itudes of the b anke r  or b ankers in a 
commwti ty towards indus t rial deve lopment and indus t ria l firms w i l l 
affect the s t a t us o f  in dus t rial develo pment in the commun i ty .  B e-
cause o f  the b anke r ' s role in the conununi ty ,
,
his attitudes o f ten in­
fluen ce attit ud1es o f  the community . Hence , the b anker -can act as a 
cata lyst n p romo t in g  development . 
Th is chap t e r  first p resents att itudes o f  b anke rs toward in-
dust rial · development , types of indus t ries they s t ate wo ul d b e  appro-
priate fo r their communi ty , maj or fac to rs they visualize l imi t in g  
indus t ri al an d  e conomi c deve l opment in their community , a n d  a n  e s t i-
mate o f  thei r  communit ies ab il ities to finance in dus t ria l develop-
ment from local sources o f  funds . Then the chap ter ·p re s en t s  in fo r-
tnation regardin g requests  for· lar ge indus t rial l oans , e xpe rience o f  
loan o f fi cers in indus trial de ve lopment , and the de gree o f  coope rat ion 
b etween b anks .  La s t ly , factors tha t in f luence b ankers ' ab ility or 
Wil lin gness to make indus t ri a l  loans are examined . 
Respon s e s  f ro m  s pe c i f i c  gro ups o f  b anks are s ep ara t e d  fo r 
evaluation and comparison . S tatis t i cal comparis ons o f  responses b e� 
tween groups a re p e r formed to determine di f fe rences in att i t udes and 
- .> 
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practices .  S ome o f  the facto rs us ed t o  dis t ingui sh group s  a re : p op­
ulation o f  the c i ty where the b ank is located , location b y  p l annin g 
and development dis trict , main o r  b ranch b ank , type o f  charte r ,  mem­
b ership in the Federal Re se rve System ,  depo s it s iz e , loan to dep o s it 
ratio , and n umb e r  o f  b anks in the communi ty . E xc e p t  where no t�d ,  
both b ran ch b anks and main b anks are included in the 4 analy s i s . Chi 
s quare i s  the s t a tis ti ca l  test us ed throughout the chap e r .  Thos e 
groups that ar e  n o t  s e l f  explana tory b y  title are c lari fied b e low . 
Cities whe re b anks are located are separate d int o  the s ame 
four p op ulation cate go ries used in p revio us analyses . They are : 
under 1 , 000 ; 1 , 00 1  t o  2 , 500 ; 2 , 50 1  to 10 , 000 ; over 10 , 00 0 .  
Locat ion i�  in on� o f  the s ix planning end develaprr.ent d ie-
tri cts o f  the s t ate , ( See Appen dix E) . 
B anks a re divide d into four deposit s izes : under $ 5  mi l lion , 
$5 to 1 0  mi l lion , $1 0 to $20 mi llion , and over $ 20 million . B ranches 
are separat ed into the depos i t  size  o f  the comp lete b ank s y s t em. This 
is done b e cause al tho ugh all depos it s o f  the sys tem are no t derived 
through a s in gle b ran ch , t e chni cally ,  all depos i t s  o f  the b ank · are 
avail ab le to e ach b ranch . 
B anks are s e parated int o  one o f  six loan t o  dep os i t  ra tio c a te­
gories
1
: l es s than o . 30 ,  0 . 3 1 to o . 40 ,  o . 4 1  to 0 . 50 ,  o . 5 1 to 0 . 60 ,  
lThe l oan to depo s i t  ratio is the ratio o f to ta l l oans to to tal 
deposits fo r a b ank a t  a speci fi c time . Genera lly i t  can b e  use d  as a 
measure o f progress ivenes s o f  a bank i f  it i s  accep te d that the p urpose 
O f  a bank i s  no t  only to ho ld depos its for savers , b ut a lso t o  loan 
these funds , rather than to invest in securities at a leve l  greater 
I i  
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0. 61 to  0 . 70 ,  and larger than 0 . 70 . For each bank the ave rage loan 
to depos it ratio for the December 19 72 and 19 73  reporting periods is 
used. '!be loan to deposit ratio of the complete bank is used as the 
ratio for a b ranch . 
B anks a re s eparated into one o f  two bank population catego ries : 
Either the b ank , o r  b ranch , is the only bank o ffice in the community , 
or there are two o r  more bank of fices in the community.  
· At titudes Towards Indus trial Development 
In response to question one o f  the bank questionnaire , 87 per-
cent o f  the b ankers indicated that industrial development would im-
prove the quali ty o f  life for the ci tizens of their community ,  and 
13 percent said that it wo uld no t .  T o  determine i f  banks i n  dif ferent 
community s izes o r  banks in dif ferent locations responded differently 
to the q uestion , responses separated by city population were s t atis-
tically compare d  usin g  chi square test of independence . The same was 
done for the b anks lo cated in separate planning districts . Chi s quare 
tes t results are shown in Table VI-1 . There were no significant dif-
ferences among types o f  response given by the b anks in dif ferent city 
sizes or p lanning districts . 
The s econd question asked the bankers if an indus t rial 
then necessary to provide liquidity.  For purposes of  this study , 
the loan to deposit ratio is used as a measure o f  bank attitude 
towards that function of a bank. 
. . � 
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Tab l e VI- 1 : Ch i S q uare Tes t s  of Rel at ionships b e tween Indus t r ial 
Develo pmen t At t i t ud es , and Bank Loca t i on and Res pons e 
Fa ctors 
Fa c tor 
S ta tement : 
2 
x 
Value 
De grees of 
Fr eed om 
Indus t rial Expans ion Hould 
Improve the Quality  of Li f e  
f or the Ci ti zens o f  th e 
Communi ty .  
City Population 0 . 9 5 *  3 
P lannin g 
Dis tri c t  6 . 2 7 * 5 
S tatement : Ind us trial Deve lopment 
Gr o up or Co r porat i on 
i-: ul<l As s is t  in Indus-
t ri a l Development . 
City Popula tion 1 1 . 85 ,'c 6 
P l anning 
Dis tri c t  7 . 5 4 * 10 
Answer to 
Ques tion 1 4 5 .  4 3* 2 
S amp le 
S i z e  
1 34 
1 34 
1 30 
1 30 
1 2 8  
Leve l o f  
S i gni f i can c e  
• 
8 l
ns 
. 2 s
n s  
• 0 7
ns 
. 6 7
ns 
. 0 0
9 
s = s i gn i f ic ant a t . 05  l evel , da ta for s igni fican t  f a c tors 
are in Appendix D. 
ns = no t s i gni f icant at . O S leve l .  
*Fo r s ome ce lls the expe c t ed freq uen cy i s  less  than 5 ,  
the minimum no rmally endo rse d .  
' 1 '  
, . ,  
. . 
. .  
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development gro up or corpora tion would as sist  in indus t rial deve lop- _ 
2 ment . Fif ty-nine percent o f  the b ankers answered greatly , 34 p er-
cent indi cate d  s l i ghtly , and 7 percent answered no . All 10 no an-
swe rs came from communit ies under 1 , 000 population . Again chi s q uare 
tests were us ed to determine in dependence b e tween b ank and /or com-
. 
munity characteris t i cs and res ponses to the quest ion . The tests for 
dif ferences in respons e by city population and by p lannin g di s t ri c t  
were b o th no t s i gnif icant . The test for dif ferences in response to 
question two b y  type of response to quest ion one was s i gnificant . As 
would b e  expe c ted , tho se banks tha t did no t think that indust rial 
development would help their connnuni ty also did no t think tha t a 
development group wo ul d  help , (Tab le VI-1) . 
Type s  o f  Indus t ries Re commended by B anks 
Tables VI-2 and VI- 3 show, by city size and p lannin g dis t ri c t , 
types o f  in dust ries tha t  bankers in di cate mi gh t b e  estab lished or 
3 expanded in thei r community.  
Most b ankers in a l l  city sizes and planning districts think 
that li ght manufac turin g and agricultural proces sin g  could b e  
2A b ank may invest up to two percent o f  its capi tal and s urplus 
in a community development corpo ration and like enti ties ; p rovided 
that a t no t ime c an the a ggre ga te inves tmen t d urin g a ten �ear period 
exceed two percent .  so urce : south Dakot a · cornp il e d  Laws , Title 5 1  
Chapt er 1 8 ,  s ection 15 , ( Indianapolis : The Allen Smi th Comp any) . 
3A response o f  "mi ght be es tab l ished" indicate d  that no fi rms 
o f that type are lo cated in the area but might be . "Mi ght be expanded" 
indicated that a firm o f  that type is presently located in the area 
and may b e  expan de d . 
. , ,  
�, 
Tab le VI-2 : Type o f  Ind us t ries S een by B ankers as Appropriate fo r Es tab lishment or Expans ions i n  
Their Communi ty , by City Population 
Numb er of Rep lies 
Li gh t Hanu- Heavy 
City Agri cultural f acturi ng and Manu- Transpor-
Populat ion Respons e* Proces s in g  Mi n i n g  As s emb ly f acturing Tourism ta t io n 
Under Es t ab l i shed 4 4  1 49 4 2 4 
1 , 0 00 
Expan ded 19 2 2 2  0 8 4 
1 , 00 1 Es tabl ishe d 1 3 0 1 1  1 2 3 
to 
2 , 50 0  Expanded 8 0 1 0  0 1 1 
2 , 50 1  Es tablished 4 1 5 3 0 1 
to 
10 , 0 00 Expanded 5 2 8 0 7 2 
Over Es t ab lishe d 3 0 1 0 , 0 2 
10 , 000 
Expande d 9 1 1 4  4 7 5 
*A respons e o f  "might be es tab l ished" indicated that no firms o f  that type are lo cated in the area 
b ut mi ght b e .  "Mi gh t b e  expanded" indicat e d that a fir :n  o f  that type i s  p re s ent ly lo c ated or es tab­
lished in the area and may b e  expanded .  Four respondents lis ted other types o f  i ndus t ries than tho s e  
liste d . Mos t  o f  thes e  were recreation indus tries whi ch woul d b e  grouped with tourism . 
'1 
N 
Table VI- 3 :  Type o f  Industries Seen by Bankers as Appropriate for Establishment o r  Expansion in lbeir 
Community , by Plannin g and Development Dist rict 
Number of  Rep lies 
Li ght Manu- Heavy 
Agricultural facturing and Manu- Trans por-
District Response* Processing Mining Assembly facturing Tourism tation 
I Established 13 2 1 3  4 0 3 
Expanded 8 1 1 2  0 2 1 
I I  Established 7 0 7 1 0 3 
Expanded 8 0 11 1 3 1 
III Estab lished 13 0 14 1 0 0 
Expanded 4 0 7 0 2 2 
IV Established 15 0 14 0 0 2 
Expanded 10 0 11 1 5 4 
v Established 14 0 15 1 4 2 
Expanded 4 0 6 0 6 1 
VI Estab lished 2 0 3 1 0 0 
Expanded 7 0 7 2 5 3 
*See the footnote to Table VI-2 . 
...... w 
74 
estab li shed o r  expande d  in their communi ty . Only b ankers in the Firs t 
and S ixth P l annin g Dis t ri ct s  indicate tha t minin g coul d b e  e stab l ished 
or expan de d i n  the i r  community . Heavy manu facturin g mi gh t b e  es tab ­
lished o r  expanded in only a few communities . A lar ge n umb e r  o f  
bankers in the Fi f th Plannin g Dis trict in di cate tha t tourism �y b e  
establi she d  o r  exp ande d in thei r  area. Transp o r tation re la t e d  in-
dus t ry  mi gh t b e  es t ablishe d or expanded in all city s izes , and a l l  
plannin g dis t ri c t s . 
Majo r  Factors Limi ting In dus t rial 
and E conomic Development 
The mos t  c ommon type o f  facto rs tha t  bankers indicated as 
J imi.ti�g in1us t ricl and economic development in their area daalt witu 
di f ficul ties a s s o ciate d with the small population o f  the community ; 
i . e . ,  sm�l l  labor force , l ack o f  adequate service facili t ies , lack 
o f adequately develope d  s ites and b uildings . The s e cond co mmon type 
of fac to rs dealt with di ffi cul ties asso ciated with lo cation o f  the 
cormm.mity in t h e  s t ate ; i . e . , p oo r  trans portation ,  small work force , 
and small local marke ts . The thi rd common type o f  factors dealt with 
the availab il ity o f  risk capit al and that the firms s eeking indus-
trial fin an cin g d o  no t have a s uf ficient equity b as e  to s e cure non­
risk money .  The f o ur th common type o f  factors dealt with int eres t and 
in formation ; i . e . , there is no l o cal interes t in indus trial deve lop­
ment ,  there i s  ins u f fi cient le gal and economic in fo rmation , and there 
is ins uf fi cient knowled ge abo ut the community to allow an e f fective 
Pro gram to s e l l  the c ommunity . 
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·Lo cal · Capacity to Finance Industrial Expansion 
Fifty-six percent o f  the bankers responding to the question-
naire think that their community does not have the capacity to finance 
indust rial exp ansion from local sources , and 44 percent think that 
their community does have the capacity , (Question 4) . A chi s quare 
test o f  independence was used to determine if  bankers in dif ferent 
sizes o f  cities and in dif ferent planning districts responded dif-
ferent ly to the question . The test for dif ference b etween responses 
by city s ize was s ignificant.  A greater numb er o f  bankers from 
smaller communities than from larger communities do no t think that  
local sources of  ft.mds are sufficient to  finance indus trial expansion. 
The tes t for di fferences b e tween response by planning dis t rlct was 
not significant . 
Table VI-4 : Chi s quare Tests o f  Relationships Between the Capacity 
of a Community to Finance Industrial Development from 
cal Sources and City Size and Location 
. . . . .  
x2 Degrees o f  Sample Level o f  
Factor . . . . . .  Value Freedom Size Significance 
City Population 29 . 60 3 128  .oo
s 
Planning 
12 8 . 14ns District 8 . 35 5 
s a s i gnificant at . O S  level , data for significant fac tors are 
in Appendix D .  
ns a no t  s i gnif icant at . 05 level . 
� · 
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· Request for Loans Larger than Legal Limits 
Maximum credit that a bank can lend to a s ingle b orrower is 
dependent on the charter of  the bank and on the capital and s urplus 
accolUlts o f  the b ank . Although there are legal minimums for capit al 
accounts ,  o ften capital accounts required of  a specific bank depend 
upon many factors considered by an examination agency . Some o f  these 
factors are b ank charter , city population , deposit size , and amount 
of loans . 4 
The lega l  limit for credit to one individual by a b ank is de-
pendent upon factors previously mentioned , but the s izes o f  indust rial 
loans requested are dependent upon the sizes and needs of the indus-
trial firms s eeking financing .  Thus , a bank may have a small capi tal 
and s urplus a ccount , and have a low maximum credit limi t , b ut may 
never receive requests for large loans . 
Of the 8 6  main office b anks that res ponded , 33 received re-
quests for indus t rial loans larger than the maximum loan limit tha t  
their b ank can make t o  a single borrower , and 5 3  received no such re-
quests . The 3 3  b anks receiving loan requests exceedin g their legal 
maximum range from small to large deposit size b anks and are located 
in all s i zes o f  communities . 
4The minimum capitRl requirement for state chartered banks is 
listed in :  South Dakota Compiled Laws , Title 5 1 ,  Chapter 4 ,  Sections 
1 ,  2 , and 3 and Chapter 8 ,  Section 4. (Indianapolis : The Allen Smith 
Company) . FDr s tate banks no loan to a single individual , partner­
ship or corporation may exceed 20  percent o f  paid-up capital and s ur­
plus , Tit le 51 , Chapter 1 1 , Section 3 .  For national b anks the maxi�um 
loan is 10 percent o f  capi tal and surp lus . 
� ,  
7 7  
O f  the 3 3  banks that received requests for large loans , 2 3  
stated that they used corres pondent banks to handle the request , 
while s even did no t use correspondent banks . Ten o f  the correspon­
dent b anks normally used by the 2 3  banks are located in South Dako ta ; 
13 are located outside the s t ate . 
· cooperation Be tween Banks 
Eighty-five o f  the bank respondents are located in communities 
in whi ch they a re the only b ank in the cormnunity. Of these 85 b anks , 
57  stated that they coopera te with other banks or non-bank lenders 
in their locality fo r the financin g of industrial enterprises having 
credit needs greater than the capacity of a single source , (Question 
15) . 
Twenty-nine o f  the bank respondents are located in communities 
in which there are two or more bank o ffices , ( full service o ffi ces) . 
'lWenty-s ix o f  these cooperate with o ther banks or financial ins t i­
tutions in the locali ty to extend credit to industrial us e rs .  
These figures s uggest a high degree o f  cooperation between 
banks o r  o ther lenders in the s tate , especially i f  the various inst i­
tutions are lo cated in the s ame community. 
Experience o f  In dust rial Loan Officer 
Nine percent o f  the bankers rate the experience o f  their indus­
trial loan o f fi cer with indust rial development as extens ive , 4 7  per­
cent rate his experience as moderate , and 44 percent ra te h is exper- . 
ience as slight , (Question 7) . 
• ' . 
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B anks were s eparated by deposit sizes , loan to  deposi t  ratio , 
city p opulations , and main o ffices or b ranches to determine if these 
dif ferent groups of b anks res ponded differently to the q uest ion . I t  
is plausible tha t  more industrial activity occurs in larger ci ties and 
bank o ffi ce rs who administer industrial loans in larger cities have 
more experien ce . Also larger banks have the resources to train and 
keep s pe cialize d  personnel . B anks with a higher ratio o f  loans to 
depos its may have more experienced loan o fficers , not only b e cause 
they actually may make more loans � b ut they may need e xperienced loan 
of fice rs to insure loan safety since their loans are a higher per­
centage of deposits . Finally , b ranches may use personnel from the 
main o f fice to adminis t er in<lust rial loans , and these people may have 
more experience than personnel from the maj o rity o f  uni t  banks . 
A chi s quare test was used to test for independen ce. Res ults 
of this analysis are shown in Table VI-5 . The s tatistical tests for 
city population , deposit size , and loan to deposit ratio were s i gnifi­
cant. The test s  for independence between responses b y  main b anks and 
branches were not significant. Banks in larger cities rated the ex­
perien ce o f  their industrial .loan of ficers higher than did those b anks 
in smaller cit ies . Larger banks also rated the experience o f  their 
indust rial loan o ffi cer hi gher than did smaller banks . And , b anks 
With high loan to deposit ratios rated the experience o f  the indus­
trial loan o f ficer higher than did banks with lower loan to deposit 
ratios . 
Table VI-5 : Chi S quare Tests o f  Relationships Between Experience 
in Indus trial Development of Loan Of ficer and B ank 
Catego ries 
x
2 
.Degrees of S amp le Level o f  
Factor Value Freedom Size S i gni ficance 
City Size 30 . 08* 6 12 8 . oo
s 
Depos it S ize 14 . 22 *  6 12 8 . 0 38 
Loan to Deposit 
Ratio 24 .16* 10 12 8 .01
8 
Main o r  Bran ch 
Bank . 52 *  2 12 8 • 7 7ns 
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s a s i gni fi cant at . 05 level,  data for significant factors a re 
in Appen dix D.  
n s  • no t s i gnificant at . 05 level . 
*For some cells the expec ted freq uen cy is less than 5 .  
Factors Limitin g Ab ility o r  Willingnes s  
t o  Increase Indus t rial Loans 
Ei ght reasons which mi ght affect the ability or willingness of  
5 
a bank to in crease industrial loans were listed on the questionnaire . 
The bankers were asked to rate the importan ce o f  each o f  the e i gh t  
reasons by giving i t  a rating of very important , important , or  no t 
5These reasons with modi ficat ions and additions were taken 
frc;>m:  Greene F. Johnson, " Long-Te rm Senio r Finan cin g fo r Small 
_ Business , " f rom I rving P fe f fer , The Fin ancin g  o f  Small B us iness : 
!_· current · As s e s sment Research Seminar , Graduate S chool o f  B us ines s  
Adminis tration , u . c .� . A. (New Yo rk : Macmillan , 19 6 7 ) , P •  2 31 .  
. 
important . Results o f  the ratin g for all respondents are shown in 
Table VI-6 .  
80 
A sho r tage o f  applicants and insuffi cient equity o f  loan ap­
plicants were the most important of the eight reasons . Other im-
portant reasons were de ficient management experience of l oan appli-
cants and h i gh  rates o f  bus iness failures . Cost o f  administering 
industrial loans was the least important reason . Other non-important 
reasons were interest and/or experience o f  loan o f fice r ( s ) , le gal 
maximum loan limit , and p rior commitment of available l oan funds to 
other uses . Thus , b ankers indicated that their ab ili ty o r  will in g-
ness to in crease indus t rial loans is dependent upon the demand fo r 
loans and the q uality o f  applicants rather than conditions affe ctin g  
the s upply o f  funds available . 
N1:llllerous characteris t ics of  the banks were tested with respect 
to each of the reasons listed in Table VI- 6  to determine i f  a rela tion-
ship exist s  b etween types of banks and reasons affectin g  abili ty or  
Willingnes s to increase industrial loans . 
Of  the hypotheses tested , only the relationship b etween the 
loan to deposit ratio o f  a b�nk and prior commitment o f  available 
2 
loan funds to o ther uses was found to be signi ficant , ( x  = 2 8 . 01 ,  
d. f. a 10 , leve l o f  s ignificance = . OO ; see Appendix D) . No t only 
did banks with high loan to deposit ratios indicate tha t  prior com­
IDitment o f  funds was an important reason , but banks with low loan to 
depos it ra tios , and thus a higher level of investment in s ecurities , 
also indicated tha t it was an important reason . '!hat i s , b anks with 
. .  
. ... . 
Table VI-6 : Importance of  Factors Limi ting a Banks Ability or 
Willingness to Increase Industrial Loans , All Bank 
Of fices 
Number of Responses 
Very Not 
Factor Important Important Important 
A Shortage o f  Applicants 66 45 15 
Ins uf ficient Equity of 
Loan Applicants 68 4 3 6 
Deficient Management 
Experien ce o f  Loan 
Applican t 4 8  61 5 
High Rates of  B usiness 
Failures 2 3  6 3  2 8  
Cos t o f  Admin ia ter:f.ng 
65  Indust rial Loans 6 42  
Interes ts and /or Exper-
ience o f  Your Loan 
Of ficer ( s )  1 7  56 41 
Prior Commi tment o f  
Available Loan Funds 
to Other Us ers 26 44 44 
Legal Maximum Loan 
4 7  4 1  Limit 24 
81 
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high loan to depos it rat ios have funds committe d  to o ther lo an us es · ' 
b anks with low lo an to depos it rat ios h ave funds commi t t e d  to se curity 
inves trnen ts . 
S unnnary 
Mos t  b anke rs in dicate that in dus t rial developmen t wo uld improve 
the quality o f  l ife fo r  citizens o f  their community and tha t an in­
dus t rial develo pment group wo uld help to p romo te th is in dus t r ia l  
developmen t . 
Fac tors l imit in g  in dus t rial development genera lly fall int o  
four p riority cat ego ries : sma l l  p op ulation o f  the community and 
capab il i ties to o f fe r  s e rvi ces ; poor location w i th in the s t a te and 
thus , pocr t ans po ta tion ; low equitf cap i t�l o f  intere s ted firms ; d.nd 
lack o f  exp e r t i s e  in p romo tin g deve lopmen t .  
B anke rs c ons ider agric ul tural pro ces s in g  and l i gh t  man u fac turing 
as the mos t  app rop riate in d us t ries for their community . 
Bankers in sma ller communities do no t th ink tha t  the ir community 
has the cap ac ity t o  finance in dus t rial development from lo cal so urces , 
While mo s t  b ankers in larger communit ies think that · 1ocal capacity is 
sufficient . 
Req ues t s for cre d i t  b eyond the lega l  maximum are received by 
all s izes o f b anks lo ca te d in all ci ty si zes . General ly , b anks use 
their corres pon den t  b anks to ful fi ll th e req ues ts . 
There i s  a h i gh de gree o f  cooperation b e tween b ank s in the s ame 
area to f i ll l o an req ue s ts . This is especial ly true when b anks are · 
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located in the same community . 
B anks with the largest deposits as well as b anks in larger 
cities and those with high loan to deposit ratios , . rate the experience 
of their indus t rial loan of ficer (s) higher than small banks , banks in 
smaller cities , and banks with lower loan to deposit ratios . 
Important reasons limi ting banks ' ab ility or willingness to 
increase their indust rial loans are lack o f  demand , insu f ficient 
equity and de fi cient management experience of applicant s ,  and high 
rates o f  b us iness failures . B anks with low and also b anks with high 
loan to depos i t  ratios indicated that prior commitment of available · 
loan ftmds to o ther uses is an important reason for their inab ility 
to make more indus t rial loans . 
CHAPTER VII 
FUTURE DEMAND AND SUPPLY OF FUNDS 
FOR INDUSTRIAL EXPANS ION 
In the fi rst chap ter the hypothes is was int roduc e d  that in-
creas ed emp loyment in the manufac turin g se cto r of the e conomy would 
help decrease o ut-migra tion and income dif fe rent ials . A sub s t antial 
increase in emp loyment will only o ccur from es tab l ishment of  new 
firms o r  expansion o f  present facilities . These e s tab l ishment and 
expans ion a ctivit ies require funds , and th e process of funding in-
volves the int e raction of demand and supply forces . 
This chap ter p resents some o f  th e fo rces tha t  may a ffec t  the 
demand for indus t rial funds in the next t en yeara . Then , b ecause com-
mercial b anks in the s t ate are impor tant sources o f  funds for indus-
trial deve lopment , capab ilities of b anks to p rovide an adequate 
supply of funds are discus s e d . 
Demand for Indus t ri al Funds 
As s hown in Table VI I-1 , new inves tment expenditures in manu-
facturing per year varies , whi ch makes demand p roj ections d i f fi cul t .  
Yet ,  al though there has b een f luc tuation in expen ditures over the 
last ten years , the general linear trend has been upward a t  an in-
creas e  o f  $ 2 . 9  mil lion a year . S ince 19 7 0 , inves tment has b een 
increas ing at the even grea ter l inear ra te o f  $6 . 4 mil l ion a yea r .  
Figure VII-1 shows p a s t  inves t men t expenditures s ince 1 9 6 5 , and 
displays p roj ec tions to 1 9 8 5  at bo th the last 10 and 5 year rates o f 
Table VII-1 : New Capital Expenditures in Manu facturin g 
in S outh Dakota , 1965 to 19 74 
Year · 
19 7 4* 
19 7 3* 
1972* 
19 71 
19 70 
. . 
In Millions of Dollars 
. Amount Year Amount 
32 . 7 1969 6 . 6  
36 . 2  196 8  10 . 7 
2 1 . s 19 6 7  8 . 2  
13 . 5  1966 7 . 7 
12 . 3  1965 1 0 . 9  
. . .  
Source : Bureau o f  the Cens us , Ann ual Survey o f  Manu-
· fact ure rs : 19 70 and 19 71 ,  (Washin gton : Government P rint ing 
Office , 19 73) .  
*S o urce : Department o f  Economic and Tourism Develop­
ment , Indust rial Division , (Pierre , South Dako ta) . 
Millions o f  Dollars 
120 
80 
40 
19 65 19 70 19 75 19 80 
Figure VII-1 : P as t  and Proj ected Investme
nt in Manufacturin g 
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. ....
. . 
86 
increase.  If  investmen t continues at the same rates as the last 10 
and 5 years , investment in 1 9 8 0  could be 4 6 . 6  and 7 4 . 9  million dol­
lars , respectively , and in 1 9 85 inves tment co uld be 6 1 . 1 and 106 . 9  
million dol l ars , respectively . Rather than st udy past expenditures 
it may be mo re app rop riate to s tudy the numb er of expansions occur-
rin g ,  and the forces a f fecting past indus t rial expans ion activities 
to obtain ins i ghts as to wha t  expansion activities are l ikely to con-
tinue . 
S outh Dako ta ' s  e conomy is not immune from the na tional e conomy . 
This is especially true for the s ta te ' s  manufacturin g s e c to r , s ince 
that secto r  is  an export industry and demand for the s ecto r ' s p ro-
d tr" tr; depenn� t pon na tional condi tions . lfowevPr s there is an i.m-
portant aspe ct o f  S outh Dakota ' s  indust rial sector tha t  o f fs ets 
cyclical varia tions caused by the national e conomy . S o uth Dako ta has 
100re emp loyment in non-durab le goods groups than durable goods groups , 
and non-durab le goo ds manufacturin g groups , histori cally , have ex- . 
perienced s malle r cyclical variations in emp loyment than the d urable 
groups . In f ac t , the food and kindred product group , a very s t ab le 
non-durable group , has almost half the total manufacturin g employ-
ment in the s t a te . l 
Sin ce 1 9 6 9 ,  2 2 0  firms have lo cated in S outh Dako ta . Of  the 
220 fi rms ,  1 8 8 are s till ope rational . These 1 8 8  firms cons t i t ute 
lu . S �  B u reau o f the Census , Co unty Bus iness P att e rns , 19 72 , . 
South Dakot a  CBP- 72-4 3 ,  (Washington : Government P rint in g  Of fice , 
19 7 3 ) . 
, 
8 7  
2 2  pe rcent o f  the firms now in the s tat e . '!his inc reas e  in th e numb e r  
o f  firms will p rovide a nucle us to at tract an even great e r  numb er o f  
firms . S ome o f  t hese fi rms have b een p lants cons t ructed by maj o r  
national corp orations . This phenomenon may cont inue s in c e  a t ren d o f  
corpora t ions t o  locate p lant s  o uts i de ma j o r  me tropolitan areas has 
eme rged in re cent y ears . O ther new firms in the s ta te h ave b een home 
grown in dus tries . Thes e types o f  f i rms will continue to b e  fo rme d  
as individuals at tempt to p ro duce and market p roduc t s  th a t  they de­
s i gn .  
Exp ans ion wi th in the next five years i s  t entative ly p lanned by 
at least 1 70 f i rms in the s t a te .  On an average , thes e  firms plan to 
obt a in 2 4  percent o f  the fun ds needed for e xpansion from h avkR i n  
the s t at e
·
. Many o f thes e expans ion ac tivi ties will o ccur in com­
munitie s w ith fewer than 1 , 000 inhabi tant s ; connnuni t ies where e xt en­
s ive indus t rial activit ies a re a re la tively new phonomenon . Al tho ugh 
plans are no t  known fo r the 592  non-res ponding firms in the s t a te ,  a 
s ub st ant ial numb e r  may a lso have expans ion p lans . As o f  yet , thes e 
plans are ten t a tive an d any cons umation o f  expans ion p lan s wil l  de­
pen d upon con d it ions of the national e conomy . 
As in the p a s t , cer tain lo ca tions within th e s t ate will e x­
perience the b ulk o f  exp ans ion activi ties . Th is may cre a t e  a sub­
stantial demand for in dus t rial funds in thes e locations , a l tho ugh 
as a s t a te a ggre gate the demand may b e  smal l .  In Chap t e r  I I ,  the 
numb er o f new f i rms an d firm e xp ans ions are li ste d b y  p lannin g and 
development dis tric t . No t only are Dis tric ts I ,  I I ,  and VI the 
.. ,. . .  
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location of the greates t number of new firms and expans ion activi t ies 
sin ce 19 69 , b ut t h e  grea test numb er of new firms a s  a percent o f  total 
previo us firms , a n d  the percen tage o f  expans ion ac tivit ies to to tal 
firms are also greater for these th ree dis t ric ts than th e o ther three 
dis t ri c ts . Th is indicates that these districts are experienc i�g the 
greatest in crease in indus t rial expansion , both in nu�h er of in ci-
dents and ra te . With th is continuation , indus t ri al demand fo r funds 
in these d is t rict s may b ecome re latively great .  
'lbe analys is in Chap ter IV revealed tha t  there are fi rms in the 
state exp eriencin g  prob lems in ob t aining funds . The magnit ude o f  this 
tmmet demand i s  no t known , but b e cause most of the firms experiencin g  
problems a re firms th a t  ewp l oy fewP.r than 2 5  pe rsons , the areo unt 
be smal l when c ompared to the to ta l  demand for indust rial funds . 
In the future , these firms an d s imilar firms will  continue to demand 
funds . 
'lbese p revious an d p lanne d exp ans ion a ctivit ies and fo rces ind i­
cate that indus trial inves tment will continue to grow in So uth Dako t a .  
This inve s tment incre as e will probab ly be clos e r  t o  the 6 . 4  million 
dollar rate o f  in crease that o ccurred during the l as t  5 years than the 
s lower rate o f  in cre as e , $ 2 . 9  million , that o c curred durin g  the l as t  
10 ye ars . 
· s upply o f  In dus tri a l Funds from C
ommercial B anks 
In S outh Dako ta t o tal bank lo ans o ut s t anding to indus t rial 
firms are es t imate d  to b e  approximately 4 percen t  of to tal b ank 
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depos its ( De cemb e r , 19 7 3) .  Be cause th is is  a small p ercen t a ge of to tal 
dep os its , it w ould s eem feas ible that b anks c ould handle any future 
reques t  fo r in dus t r ial funds . But the indus trial sector i s  only one o f  
the many s e c to rs o f  t he s t a te ' s economy . An inc rease in d emand for 
inves tment funds in all secto rs may o ccur s imult ane o u s ly , and p la ce 
p res s ure upon the b anks ' ab ility to handle reque sts . · 
There fo re , two types o f  methods to increa s e  the s up p ly o f  f unds 
availab le to ind us t ry w ill be dis cus s e d--general and s elec t ive . 
General me tho d s  involve metho ds to increase the b anks ' s up p ly o f  
loanab l e  f und s without s p e ci fy in g  us e .  The s e  me tho ds inc l ude growth 
in dep o s it s , increas e in loan to depos i t  ra tios , revis ion of the 
paymen t me tho d for correspon dent s e rvi ces , and ut i l i z a tion of the 
Federal Reserve ' s s easonal borrowin g p r ivi le ge .  I t  is h o p e d  tha t  
when f un ds o r  loans are increas ed , tha t  indus t ria l  loans w o uld a lso 
be in creased . S e le ctive metho ds invo lve me thods o r  incent ives tha t  
direc tly in c rease t h e  amount o f  ind us t rial loans . One s uch p ropo sa l  
i s  a s t ate in d us trial loan guarantee p ro gram. 
· crowth in · ne os i ts 
As sh own in Table VII-2 , to tal b ank depo s i t s in Sou th Dako ta 
have more than doub led from 1 9 6 5  to 19 7 3 .  The linear rate o f  inc rease 
over th ese ye ars h as b een 159 million dollars a year . As ill us t rated 
by Fi gure VII-2 , b ank depos its have grown even f a s ter w i th in the las t 
4 years , an d the l inear increase has b een 2 6 4  mi l lion do llars a year . 
I f bank depos i ts c ont inue t o  grow at the same rate as the 
l as t  9 and 
5 years , dep os its in 1 9 80 migh t be 3 , 2 7 6  and 4 , 1 7 4  mi l lion dollars , 
Table VII-2 : Bank Depos its in South Dako ta , Re cent Years 
In Mi llions of  Dollars 
· · Year · ·  Amount Year Amount 
19 7 3  2 , 36 7  1969 1 , 4 39 
19 72 2 , 016 196 8 1 , 32 5  
19 7 1  1 , 76 3  1965 1 ,0 59 
19 70 1 , 5 71 1961 809 
S ource : Federal Depos it Insurance Corporation , 
· ' Assets ;  · Liab ilities , and Capital Accounts : Commercial 
· an d  · Mutual S avin gs B anks - De cemb er 31 , (Washin gton , D . C . ) . 
Billions o f  Dol lars 
5 
4 
3 
2 
1 
Figure VII-2 : Pas t  and P roj ected Bank Deposi
ts 
90 
19 85 
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respectively. By 19 85  depos i ts would b e  4 , 0 69 and 5 , 4 9 5  mil lion dol-
lars , respectively . 
B ank dep os its b y  p lannin g and development dis t ric t  fo r 1 9 70 
and 1 9 7 3  are s hown in Table VII- 3 ( Dep os i ts o f  b ranches are in-
eluded in the area where they are lo cated) . B ank dep os i ts inc�eas ed 
s ub s t antial ly b etween 19 7 0  and 19 7 3 fo r each o f  the s ix dist ri c ts . 
The percen t a ge increase b etween 19 7 0  and 19 7 3 was the g rea tes t  for 
the Th i rd Dis t ri c t ,  a l though this dist ric t  also had the s e cond lowest  
to tal depos i t s  in b o th 19 70  and 19 7 3 .  The S econd Dis t ri ct , where 
S ioux Falls i s loca ted , had the greate s t amo unt o f  depos i t s  for 
each o f  the three years . S ixty-four o f  the 6 7 count ies  in S o uth 
DAkota have a t  e a s t  on P. h ank o f fi ce �  Bank depo s i t s  i n  e a ch of 
these 64 count ies in creas e d from 1 9 70 to 19 7 3 .
2 
During the s ame 
period , only one o f  the 1 5 9  b a nks in the state lost dep os its . 
This c ont inuous growth in depo s i ts for the s ta te , each plan-
ning and deve lopment dis t ric t ,  all co unt ies , and es sent i ally a l l  
banks ,  has meant tha t increased funds have b een , and ma y  b e  available 
in all p arts of the s t ate . Al so , extens ive s t ate-wide b r anch bankin g 
wil l permit the s e  lo cally derived dep os i t funds to be move d to a reas 
of lar ge deman d .  
· rncrease in Loan s  
The avera ge l oan t o  depos i t ratio fo r banks in S o uth Dako ta 
2nepos it s o f  branches are in clude d in the coun ty where the 
b ranches are lo c ate d , and n ot the county o f  th e home o f fi ces . 
Table VII- 3 :  
. .  
Planning 
Dist rict  
I 
II 
III 
IV 
v 
VI 
Total 
. . . 
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To tal Bank Deposit and Deposit Growth b y  P lanning 
and Development Districts 
In Mil lions of Dollars 
Percent a ge 
June 31 June 31 June 31 Growth 
19 70* 1972 19 7 3  19 70-19 7 3  
205 . 6  251 . 8  29 5 . 1 44% 
326 . 3  405 . 7  459 . 4  41% 
216 . 9  29 7 . 1  35 1. 4 62% 
2 72 . 1 34 7 . 4 400 . 0 4 7% 
1 81 . 2  22 3 . 5  2 6 9 . 3 49% 
225 . 6  29 3 . 9  345 . 5  5 3% 
1 , 42 7 . 9  1 , 819 . 7 2 , 12 1 . 0  48% 
S ource : Fe deral Depos it Insurance Corporation ,  S ummary of 
De osits in · Al l Commercial and Mutual Savin s Banks June 31 , 19 7 3 ,  
Washin gton , D . c .  , an d  the same publications fo r the year 1972 
and 19 7 0 .  
*Data for 19 7 1  were no t available . 
• ' . 
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is 5 6 . 1 ( 19 7 3) . Table VII-4 shows that this average ranged from a 
low o f  52 . 7  for those banks with deposits under $5 million to a high 
of 6 7 . 7 for those banks with deposits over $20 million . 
Table VI I-4 : Actual and Highest Acceptable Loan to Depos i t  Ratio 
by Depos i t  S izes 
Loan to 
. Deposit . Ratios 
· Depos it S ize in Millions of Dollars 
Total Under 5 5 - 10 10 - 20 Over 2 0  
Average Highes t Accep table 
S tandard Devia tion 
Actual* 
Differen ce 
62 . 2  
( 8 . 1) 
56 . 1  
6 . 1  
6 1 . 1  
(6 . 6) 
52 . 7  
8 . 4  
5 7 . 8 6 5 . 9  69 . 9  
( 8 .0) ( 8 . 0) ( 4 . 5) 
5 3 . 3  6 0 . 8** 6 7 . 7*** 
4 . 5  5 . 1 2 . 2  
*Source : Federal Deposit Insurance Co rpora tion , B ank Operating 
· s tatist ics - 1 9 7 3 ,  (Washin gton , D . C . , 1 9 7 3) . 
**Taken from size group $10 to $25 million in dep os its . 
***'TI1e avera ge o f  the two groups $25  to $100 mil lion ( 64 . 5) 
and over $100 mil lion ( 70 . 8) . 
The q uest ionnaire asked bankers to list the h i ghest loan to 
deposit ratio with which they would fee l comfortable . 'lbe avera ge 
highest loan to deposi t  ratio accep table to respondents was 62 . 2 . 
This average ranged from a low o f  5 7 . 8 for those banks with depos its 
between $5 to $10 million � to a high of 6 9 . 9  for those b anks wit
h 
deposits over $20 million .  
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The dif ference b e tween the avera ge high es t  loan t o  depos it ratio 
that b anks s t ated they would b e  comfo rtable with , and the a c t ual avera ge 
ratio is 6 . 1 ,  ran gin g f rom a hi gh di f ference o f  8 . 4  fo r tho s e  b anks 
\lllder $5 mil l ion in depos it s to a low of 2 . 2  for thos e  b anks over 
$20 mil lion in depos it s . Al though inc reas in g loans to the maximum ac-
ceptable  loan to dep os i t  ratio for the lar gest depos± s i z e  group wo uld 
invo lve a large amount of loans , the aver age pe rcent a ge in crease in 
loans for the gro up would be only 3 percent . In cont ras t ,  the avera ge 
pe rcentage in cre ase in loans for tho se b anks with less than $5 
million in depos i ts could b e  16 percen t . 
I f  all res pon den t b anks would increas e their loans s o  tha t 
their a ctual loan to depos it  ratio wo uld  b e  equal to the h i ghest 
ratio w i t h  whi ch they feel comfo rtable , loans in the s ta te could 
increase b y  $1 0 9 . 6 million .
3 
If the non-respondent s would inc rease 
their l oans so tha t their ac tual loan to depos it ra tio woul d b e  
equal to the avera ge hi ghes t ra tio rated accep t able by thei r  deposit 
size , $ 7 1 . 7 mi llion in addit ional loans could b e  made . The ad-
ditional loan capaci ty o f  18 1 . 3 mil lion could po tentially increas e 
to tal loans b y  12 percent , from $1 , 49 8  to $1 , 6 80 million . 
Revision o f  Payment Metho d for Correspondent S ervices 
Banks in S outh Dako ta keep funds on depos it with lar ge r  banks 
3nank dat a  fo r December 31 , 19 7 3  was used . I f  the actual loan 
to depos i t  ratio o f  a bank was hi ghe r than what i t  felt com fo rtab le ., 
o r hi ghe r than the average that its deposit size group felt com­
fortab le , then the b ank loans were no t increased or decrease d .  
. I . l 
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in exchange for services provided . Because many o f  these correspon­
dent b anks are loca ted outside the state , a flow o f  funds outside 
the st ate results . 
In a st udy o f  the flow o f  funds through the commercial b anking 
system between Minneso ta and North Dako ta , it was determined that 
. 
during the last decade between 37 and 59  million dollars le ft the 
st ate o f  North Dakota each year . 4 This anx:>unted to 3 to 4 percent 
of the t o ta l  b ank deposits o f  North Dakota. The bank s tructure of 
South Dako ta is  very similar to North Dakota , thus it is p robable 
that a s imilar ma gnitude o f funds also left South Dako ta . In fact ,  
amng the b anks in South Dakota whose home of fice is outsi de Minneh aha 
County , the corres pondent balances as a percenta ge o f  deposits is 5 . 3  
percent . 5 Some o f  these balances are held in o ther South Dakota banks , 
maybe the large b anks in Minnehaha County , so the flow o f  funds out 
of the s tate is probably no t the full 5 . 3 percent of depos its . For 
example ,  on De cemb er 1 9 7 3 ,  the b anks o f  the state had deposits from 
other commercial b anks of  26. 7 million .
6 
4Mathew Shane , The Flow o f  Funds Through the Commercial Buil ding 
· s stem · Minnesota  - No rth Dako ta,  ( S t . Paul : Department o f  Agri cultural 
and Applied Economics , Univers ity o f  Minneso ta) , August 19 71 , P • 10 . 
5David s .  Dah l ,  " Financing Rural Economic Development : Impli­
cations fo r the Ninth Reserve Dis trict" (Unp ub lished thes is , The 
Stonier Graduate S choo l o f  Bankin g conducted by the American Bankers 
Associat ion at Rut gers University ,  June 19 74) , P •  80 . 
6Fede ral Depos it  Insurance Corpo rat ion , Bank Operat ing S t atis­. 
. l
i.cs , (Washington , D .  c .  19 7 3) . -
..... . 
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To hal t this o ut f low o f  funds , th e corres pon dent s ys tem metho d 
o f  payment could b e  revised . One alternative me tho d  i s  a fee sys t em 
where the b anks would p ay a fee fo r the servi ces p rovided b y  th e cor-
responden t . 
Federa l Res e rve ' s  S e as onal B o r rowin g P rivil e ge 
The Fe deral Reserve ' s s ea son al bo rrowin g p r ivile ge was initiate d 
in Ap ril 1 9 7 3  t o  p rovi de relief  for memb e r  b anks tha t  experi ence s ea-
s onal vari ation s in deposits and /or loans . To b e  cons idere d , a mem-
I 
b e r  b ank mus t lack re liab le access to na tional mo ney marke ts . To 
quali fy a b ank mus t  e xp e rien ce a dip in its ne t fund avail ability 
( depos it s  minus l oans ) at ab o ut the s ame time ea ch y e ar· fo r a period 
o f  '"' t  least 8 cons ecuti"!,re weel�e . The amo un :  of s easonal credit e x-
tended durin g this t ime perio d is  us ua lly limi te d  to the amo unt b y  
which the seasonal d ip e xceeds 5 pe rcent of  th e b ank ' s ave ra ge to tal 
deposit s in the p re cedin g calendar yea r . 7 
By us ing data fo r t h e  p er io d 19 6 8  to 19 72 ,  Me lichar found tha t 
26 percent o f  memb er b anks in the nation that wo ul d have qualified 
are located in t h e  Pl ains s t a tes . I n  fac t ,  50 pe rce·nt of the memb er 
banks in the P l ains s t ates quali fied . The numb er o f  b anks tha t  
quali fi e d  was lowes t  i n  the winter months , and re ached a peak in the 
8 sunn:ner mon ths . 
7Paraph rased from Emanual Melichar , " Rural B anks and the 
Fe deral Res e rve ' s New s e as o nal B o r rowing P rivile ge" ( Paper p res en t e d  
at the Ame ri can Agri cul t ural Economi cs As s o ciat io n ,  The Unive rs i ty o f  
Albe rt a , Edmonton , Can ada , Augus t 9 ,  19 7 3) , PP • 5 - 7 • 
. Bop . c i t . , pp . 12-1 3 .  
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In South Dakota , more than 5 0  percent o f  member banks quali fy. 
Of the 33 member banks that res ponded to the quest ionnai re ( o f  a pos­
s ible 5 6  memb er b anks) , 31 (94 percent) indicated that they quali fy.
9 
Thus at least 31 o f  56 , or 55 percent , o f  memb er b anks qualify . Some 
non-respondin g member banks undoubtedly also quali fy , especially since 
many are smaller rural banks , so tha t  the percentage b f  qualifying 
banks is much greater than 55 percent , and may b e  close to 94 percent . 
Of int erest is the fact that although 31 memb er banks indi-
cated that they q ualify for the seasonal borrowing privilege , 24 of 
these b anks indica ted tha t they do  no t use this p rivilege at  all , 
and the 7 b anks tha t  d o  use the p rivilege use it only �ligh tly . As 
shown by Tab les VII-5 and VII-6 , banks that do use the privile ge tend 
to  b e  large r  banks , and to  have higher loan t o  deposit ratios than · 
those b anks tha t do no t use the privilege . 
· state Indus t rial Loan Guarantee 
A bill was introduced in the Forty-ninth Session of the S o uth 
Dakota Le gislature tha t would "provide a state guarantee for loans 
which will cont rib ute to economic development b ut would no t be pro-
vided on reasonable terms in the absence o f  such a guarantee b ecause 
' . 10 
of  the real or imagined risk asso ciated with such loans . "  The b ill 
9 The two banks that indicated that they did not q uali fy are 
located in cities ove r 10 , 00 0  pop ulation and have depos i ts ove r  
2 0  million dollars . 
lOsenate Bill No . 205 , Forty-ninth Session Legislative Assembly , 
19 74 , S tate o f  South Dakot a . Int ro duced by Senato r  Wollman , Repre­
sentative Hersrud , and o the rs . 
I • 
. ... . . 
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Table VII-5 : Use o f  Federal Reserve ' s Seasonal Borrowing P rivilege 
by Quali fyin g  Banks , by Deposit Size 
Use of 
Privilege 
Deposit - Size in Millions o f  Do llars 
To tal 
Not at Al l 24 
Slightly 7 
Extensive 0 
. . . . . . . . . 
. . . . . . . . . . . . . .  . 
Un der 5 
3 
0 
0 
5 - 10 
8 
1 
0 
10 - 20 
6 
4 
0 
Table VII- 6 : Use o f  Federal Reserve ' s Seasonal B orrowing 
P rivilege by Qualifyin g Banks , by Loan to 
Deposit Ratio 
Loan to Deposit Ratio 
. 41 . 5 1  . 6 1 
Use o f  Under to to to 
- Privilege To tal . 40 . so . 60 • 70 
Not at All 2 4  3 5 9 7 
Slightly 7 0 1 1 3 
Extensive 0 0 0 0 0 
Over 20 
7 
2 
0 
Over 
. 10 
0 
2 
0 
" 
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was no t passed . A similar bill failed to pass in the fi ftieth s ession . 
When asked if a state industrial loan guarantee would increase 
their current p roportion of to tal loans going for indus trial estab­
lishment or expans ion , 76 percent of the bankers responded yes and 
23 percent responded no . (Seventy- four percent o f  the main o f fice 
bankers responded yes ; 2 6  percent responded no . ) 
As shown b y  Table VII-7 , a larger percentage o f  the b ankers 
in smal le r  commtmities than larger conununities indicated tha t  a 
state loan guarantee would increase their indus trial loans . Some 
bankers from the larger banks in larger cities indicated that given 
their present loan s t ruc ture , a state guarantee program would no t 
ind��e them t� inc�ease their industrial loans . Also , the larger 
banks already utilize the SBA pro grams , which is s imilar to the pro­
posed state p ro gram, to a greater extent than do the smaller banks . 
Table VII-8 illust rates that except for the Third District , 
which has a lower than average numb er of  affirmative responses , 
there are no important dif ferences in responses by planning and 
development dist rict . 
Demand and Supply 
As dis c us sed in the previous sections , both capital invest­
ment in manufacturing and bank deposits have grown during the pre­
Vious years and will prob�·.bly continue to increase in the next years .  
In absolute amotmts bank deposits have increased faster tha
n invest­
ment , but in p ercentage amounts , investment has increase
d faster.  
1 "- • •  
l 
Table VII-7 : The Effect o f  a State Industrial Lo3D Guarantee by City Population 
. . . . . . . . . . . . . . . . . . . 
City Population -
. .  
- Total Under 1 , 000 1 , 001 - 2 , 500 2 , 501 - 10 , 000 - Over 10 , 000 
-
Response . No . % No . % No . % No . . % No • . % 
Increase Indus-
t rial Loans 87 7 6 . 3 5 6  7 7 . 8  15 88 . 2  6 60 . 0  10 
No Effe·;t 2 7  23 . 7  16 22 . 2  3 11 . 8  4 40 . 0  5 
. . . . .  
Table VII-8 : The E f fect of  a S tate Industrial Lo an  Guarantee by Planning and Development 
District 
Planning and Development District 
· I . II III IV v 
Response . . . . . . . .  . No . % No . % No . % No .  % No .  % No . 
Increase Indus-
trial Loans 17 7 7 . 3 13  76 . 5  10 52 . 6  2 3  82 . 1  14 87 . 5  10 
No Effect 5 22 . 7  4 2 3 . 5  9 4 7 . 4  5 1 7 . 9  2 12 . 5  2 
· '  
6 6 . 7  
3 3 . 3  
VI 
% . 
8 3 . 3  
16 . 7 
..... 0 0 
10 1 
This o c currence is shown in Fi gure VI I- 3 ,  where the p as t  and p roj e cted 
rat ios o f  investment to h ank depos i t s in percen t a ge terms are p lo t ted 
wi th the use o f d a t a  f rom Fi gures VII-1 and VII-2 . Comb in at ions o f  p ro-
j ect ed bank depos i ts and in ves tmen ts are use d  to de rive the es timated 
rat io ranges . Tite f ull amo un t o f  inves tment is n o t  the amount b orrowed 
from b anks , s ince funds for inves tment are no t all borrowed f rom b anks , 
and s in ce a d d i t ional funds may b e  b o rrowed for c urrent as s e ts . Never-
thele s s , the p roj e c t ions s u g ge s t  th at more fund s will be demanded from 
banks in the s tate by manufa c t urin g  firms in fut ure years . Ye t ,  the 
amount will s ti l l  b e  a small percentage o f  t o t al depo s i ts , and the 
methods for e xp and in g the ind us trial lo an cap a ci ty o f  b anks di s cus s ed 
previo us ly should p rovi d P.  s u f fi � ient 1o an2b le ftT.. ds t!:' b ��kc tc m�ot 
even the hi gh pro j ec ted demand . 
Percent 
3 
2 
2 . 2  • 
I 
. 1 • 1 . 1 
0 
1965 
0 • 
• • 
0 
19 70 19 75 19 80 
Fi gure VI I- 3 : Pas t and P roj e c t e d  Ratios of New Cap i t a l  Investment in 
Manu fa c t uring to Ilank Depos i ts 
2 . 6 ' 
1 . 1  
1 9 85 
102 
· su�cy 
Demand for industrial funds in South Dakota should inc rease 
in the next years . S ince investment has been increasin g  at a greater 
percenta ge ra te than bank depos its , banks mi ght be req uested to lend 
a larger percentage o f  their deposits to manufacturin g firms than 
during the p ast years . This greater atoount will still b e  a small 
percenta ge o f  t o tal deposits and banks should be able to meet the re­
quests fo r funds . 
Me thods for expandin g the industrial loan capacity o f  b anks 
include an increase in the loan to deposit ratio , use o f  the Federal 
Reserve ' s Seasonal Borrowin g Privilege , and enactment o f  a S tate 
Indust ri al Loan Guarantee P rogram. 
I f  b anks would increase loans to their highest acceptable ratio 
of deposits , loans in the st ate would increase 12 percen t . The per­
centage incre ase wo uld b e  greater for the smaller banks than the 
larger b anks . 
Although many o f  the member banks qualify to use the Federal 
Reserve ' s Seasonal Borrowin g Privilege , very few use the privilege. 
Those b anks that use the privilege are large banks and b anks with 
hi gh loan to deposit ra tios . 
Mos t  b ankers indicate that a State Indust rial Loan Guarantee 
would permit them to increase their industrial loans . A slightly 
larger percent age o f  the banks in the smaller commtmit ies th
an the 
larger communities would increase their indus trial loans
. 
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CHAPTER VIII 
SUMMARY AND CONCLUSI ONS 
· Summary 
During the last decade , South Dakot a  has experienced o ut­
migration o f  its younger pop ulation and per capita income levels 
lower than the nat ional median . One method to s tem out -migrat ion 
and reduce income di f ferentials is to increase employment and income 
levels o f  export industries , since export base indus tries induce em­
ployment and income multiplier e ffects . The maj or export indus t ries 
in So uth Dakot a  are agricult ure , tourism , government ,  and manufac­
turing .  Dependence upon agricult ure has le d t o  out-migration as 
employment in that se cto r has decreased with the intro duct ion o f 
capital intens ive practices . 
The manufacturing industry is a small but growing sector o f  
the state ' s e conomy an d  exhib it s potential for divers i fication and 
growth . Some think that financial impediments have hindere d  growth 
of the manufact uring industry in South Dakota. Obj ectives o f  this 
study were to determine i f  impediments existed , and to determine 
and des crib e the role o f  banks in financing indus trial development ,  
and their atti tudes towards industrial development .  
Primary dat a for the s tudy were obtained b y  mail s urvey q ues-
tionnaires .  One ques tionnaire was sent to all manufacturing and 
pro cessing firms in South Dakota . It requested informat ion about 
location and exp ans ion activities , and about financial impe di
ments 
, -. . 
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and st ruc ture . Another questionnaire , s ent to all  banks in the 
st ate , req uested  in formation abo ut industrial deve lopment and loan 
activit ies , p ractices , and atti tudes . Other data were obtained from 
published so urces and government agencies . 
Res earch methods for the s t udy involve d descrip tive and ca te­
go rical ana ly s e s  o f  res ponses o f  the quest ionnaire res pondents and 
o f  o ther data.  Chi s quare analysi s  was used to inve s t i gate whether 
conditions o r  a tti tudes dif fered among groups o f  b anks o r  firms . 
Averages were calcula te d  and linear t rend es t imat ion pro cedures using 
response proport ions , response averages , and published d at a  were used 
to ob tain numerical magnitudes . 
The s t udy des crihed s t r u c t ure , arrd p as t  �11d ft!tur� gr�1'.7t� o f  
the banking and man ufact urin g-proces sing indus tries in So uth Dakot a. 
Histo rical ly ,  indus trial firms have located in S outh Dako ta b e caus e 
the city o f  loca tion was the home community o f  the owne r ,  and b ecaus e 
raw materials and marke ts were close . Although these locat ion factors 
have cont inued to be important facto rs a ffecting loca tion of fi rms in 
the st ate wi th in the last five years , abundant labor and favorab l e  tax 
policies have also b ecome important , especially for tho s e  firms whose 
home o f fi ce is located o uts ide the s t ate . Many firms that d i d  no t 
expand during  the l ast five years indicated tha t  they are happy w i th 
their p re s ent s i z e . Lack o f  market s for mo re p roduction an d unavaila­
b ility o f  finan cing were also reasons some firms did no t expand . The 
maj o rity o f  t he res pon d ent firms p lan to expand their facilit ies in 
the next five years . Ho st expans ion will o c cur in tho s e  c
it ies over  
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10 , 0 00 pop ula tion and under 1 , 000 population .  
Thi rty-s even percent o f  t h e  responden t firms who b ui l t new 
plant s  s in ce 1 9 6 9  in di ca ted tha t a shortage o f  fund s  res t ri c te d  the 
size o f  thei r  p lant . The b ran ch and s ubsi diary firms did no t e x­
perience prob lems . Twenty-fo ur percent o f  the respondent s  indi­
cated d i f fi c ul ties ob t ainin g funds for exp ans ion . Firms tha t employ 
fewer than 2 5  expe rien ced the mo st p roblems , except fo r those smaller 
firms that were s ub s i d i ary o r  b ranch p lants . Twenty-one percent o f  
the firms indicated tha t a sho r t a ge o f  o p e ra t in g funds restricted  
output . Firms tha t emp loy fewer than 2 5  e xperienced p rob lems , and 
the youn ge r o f  these  had the mos t  prob lems . Aga in , s ub s i diary and 
h r<lnch p l an t s  th�. t  emp l oy fewe r than 2 5  did no t experienc e  prob lems 
ob tainin g fun ds . Low eq uity pos it ion o f  the firm was the mo s t  c om­
mon reason p ro s p e c t ive len ders gave firms fo r inab il i ty t o  p rovi de 
funds . 
Al tho ugh the res pon dent fi rms var ie d  cons i de rably in p e r­
cent age o f  funds ob t a in e d  from c ommercia l b ank s in the s t ate , an 
average firm ob t aine d 1 7  pe rcent o f  the f unds to cons t ruc t a new 
pl ant ,  32 percent o f  the funds fo r expans ion , 2 2  pe rcent o f  the 
fun ds to finan ce c urren t  as s e ts , and plans to obt ain 24 percent o f  
the ftm ds for f uture e xpans ion from b ank s in S outh Dako t a . In d us­
trial loans held by b anks in the st ate a re estima ted to b e  approxi­
mate ly 12 5  mil lion d o l lars . Al tho ugh the maj ori ty o f  the b anks do 
no t have any in d us t ria l loans , an avera ge b ank h as 4 pe
rcent o f  its 
to tal loans extende d  to indus t rial us e rs . 
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Most b ankers indicate tha t indus t rial development wo uld im­
prove the q uali ty o f  life for ci tizens o f  their connnunity and that 
an in dust ri al development gro up would help p romo te th i s  in dust ria l  
deve l opment . Fac to rs now limit in g  indus t rial deve l opment f a l l  into 
fo ur cate gories ; s mal l population o f  the community and ab il i ty to 
o ffer s ervice s , p oor l oca tion o f  the communi ty withifl the s t ate , 
lack o f  cap it al , and lack o f  expertise in promo ting deve lopment . 
Banke rs generally cons i der agri cultural p ro c e s s ing and l i gh t  manu­
facturin g as mos t  appropriate for thei r communi ty . More bankers in 
smaller commtmities than l arge r communit ies do n o t  think the i r  
community has the capacity to  finance indus trial d eve lopment from 
lo cal s o urces . There is a great  amo un t o f  coopera tion b e tween b anks 
an d o ther lenders to meet the nee d s  o f  indus trial b o rrowers . The 
smaller b anks and banks in sma l ler c ommuni t ies ra t e d  the experience 
o f the ir loan o f ficer in indust rial deve lopment lower than did the 
lar ger b anks and b anks in large r  communi ties . 
Reas ons limi ting the b anke rs ' ab ility o r w i l l in gnes s  t o  
increase their indust rial loans fall within categories o f  l a ck ·  o f  
deman d fo r indust rial loans and q uality o f  appli c an t s . No t only 
those b anks with h i gh loan to depo sit ra tios , b ut a lso b anks with 
low loan to  depos it ratios indicate that p rior commi tment o f  funds 
is an import ant factor l imi ting their ab ili ty to in crease indus t rial 
loans . 
This s t udy p roj e c ted  tha t  the deman d fo r in d us trial funds in . 
So uth Dako t a  wil l  increase by abo ut $6 mill ion a year in the next 
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few years . Banks might b e  re q ues te d to l end a la rger p e r c ent a ge o f  
their depo s i ts to indust rial firms than dur ing th e past  years . This 
greater amount w i l l  s t il l be a small per centage o f  to ta l  depo s it s ,  
and banks should b e  ab le to mee t req ue s t s  fo r funds . 
Me tho ds fo r expan din g the in dus t ri al loan cap acity o f  b anks 
include an in crease in th e loan to dep o s i t ratio , us e o f  the Federal 
Reserve ' s S e as ona l Bo rrowin g P rivi le ge ,  and enactment o f  a S tate 
Indus t rial Lo an G uaran t ee P ro gram . I f  b anks wo uld increase loans to 
their h i ghes t a ccep t ab le ratio of depo s i t s , l o ans in the s t a t e  would 
increase 12 percen t . Al tho ugh many of the memb e r  b anks q uali fy to 
use the Federal Res erve ' s S e ason a l  Borrowing P rivi le ge , very few · c u r­
rent ly us e the p rivi l e ge . Ho s t  bankers in di c a te that a S ta te Loan 
Guarantee wo ul d  p e rmi t them to inc rease their ind us trial loans . 
Con c l us ions an d Impli c a t i ons 
Financial res t ri c t ions are no t h inderin g indus t rial deve lopment 
e f fo rts tha t a re d i re cted a t  a ttractin g large , w e l l  e s t ab l i shed fi rms 
to lo cate a p lant o r expand in So uth Dako t a .  B ut , deve l o p ment e f­
fo rts aimed a t  the smal l er , y o unger firms are h in dered s in ce the s e  
firms a r e  e xp e rien cing di f fi c ul tie s ob t a inin g  fun ds . Al tho ugh th e 
smalle r f i rms do no t employ th e maj ority o f  the indus t ri al wo rkers , 
they con s t i t ute the b ulk o f  the in dust rial firms in the  s t ate . 
Thes e firms are locate d  throu ghout the s t a te an d in all c i t y  s izes , 
but normally are the only s iz e o f  firm l ocate d in smaller ci
ties . 
'lbe re fo re , indus t rial development e f forts in sma ll e r  c i t i es are 
res t ricte d .  
' f 
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Comme rci al b anks are currently s upplyin g abo ut 2 0  to 3 0  per­
cent o f  the financial needs o f  the firms in the s tate . Demand fo r 
indust rial funds wil l increas e  in th e comin g years and a l though b ank 
depos its will also increase ,  the inc re as es will b e  s uch tha t the 
banks will b e  reques t ed by the firms to s up p ly a higher p ropo rtion 
of indus t rial loans as a percent o f  depos its than they are currently 
sup ply in g . This amo unt w il l  s till b e  a small percen t a ge o f  depo s its , 
and b anks sho uld b e  able t o  handle any foreseeable req ues t fo r loan s  
from no rmal deposit growth , b y  shif t in g  fur:.ds from s e curi ties to 
loans , an d by o ther me tho ds . 
Al tho ugh a t  the aggregate level the supply o f  funds wi ll be 
su ffic ent to  mee t  th e d eman d , r roh l�roq n f  i n p oecp.i.:t t- P  � , 1pply wi. 1 1. 
deve lop in the s maller c i t ies and b anks ; areas where the b anks indi­
cate ins uf fi cient local funds and ,  with e xc ep t ions , are inexperienced 
in ind us t rial development . Unfo r t unat e ly , some o f  the firms tha t 
are experien cin g p rob lems in o b t ainin g funds are located in these 
same a reas . 
Whe ther funds are made avail able dep ends upon the a t t i t udes 
an d  experiences of the b a nkers an d in d us t ri al mana gers .  B ankers 
gene ral ly think that in dus t ri al deve lopment wil l  improve the qua lity 
of life fo r their c ommunity .  They in d i cated tha t  ins u f fi cien t  equity 
and managemen t experien ce o f  loan appli cants are reasons limi ting 
their ability to in crease loans . Fo r each b ank , regardles s o f  
whether thes e  reasons may b e  real o r  imagined , th e e xtens ion o f  
funds to in d ust rial firms in the s ta te i s  res t ricted . 
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S tate a gencies have done an excellent j ob in industrial develop-
ment work during the last few years as exemplified by the rapid in-
crease in industrial inves tment and employment . Political decision-
makers must realize that these agencies are inst rumental in p ro-
viding information to firms and banks in the area o f  financin g. Ad-
ditional programs can b e  initiated to provide communit ies , indus t rial 
firms , and financial institutions with information necessary to p ro-
duce a favorable industrial development environment . These programs 
should not only b e  involved in financial problems , b ut all problems 
affecting  the economic health of the connnunities and indus t rial firms . 
B anks can no t be  expected to engage in risky lending oper-
ations , so  a S tate Loan Guarantee Program would provide funds for 
many firms that are unable to secure funds by normal pro ce dures . For 
the pro gram to b e  ef fective the state must be willing to experience 
some loss o f  monies since the program should no t substit ute for lending 
activit ies of o ther private or public sources . 
Need for Further Research 
This s t udy ident ified the type of  firms that are having finan­
cial dif ficulties but additional research is needed to determine ' 
causes o f  financial dif ficulties to facilitate p rograms to relieve 
thes e  financial  restrictions .  
d the role o f  commercial banks in in-The s tudy has focube on 
d b ut Other financial ins tit utions and . sources of ustrial development , 
funds are available .  Other research dealing with these ins t itutions 
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and sources is currently in pro gress to complement this study . Thus , 
the complete industrial financial structure will be availab le .  
Th e  manu fact uring indust ry is only one o f  many secto rs in the 
s tate ' s e conomy impo rt ant in dev�lopment pro grams . Because these 
sectors all compete for the same availab le financial resources , a 
comprehensive s t udy o f  the use and availability o f  funds in the 
state is needed to  formulate extensive plans for development .  
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APPENDI X A 
DATA COLLECTION PROCEDURE 
Principal data for this s t udy were no t readily availabl e  from 
estab l ish ed d a ta s o urces , so two mail quest ionnaire s urveys were us ed . 
S urvey q ues t i onnaires were sent to all bank offices in S outh Dako ta 
an d di f fe ren t q uest ionnaires we re s ent to all indus t rial p lants in 
1 South Dakota . The q ues tionnai re responses provided numerical data 
as wel l as in fo rmation ab out pract ices , opinions , and atti t udes o f  the 
respondents . 
The B ank Quest ionnaire 
A que s t ionnaire was mailed in the fall o f  1 9 7 4 to the exec u-
tive o f ficers o f  all 159 main o f fi ce banks and a ll 81 b ranch b anks in 
South Dako ta . The bankers were asked to p rovide da ta on general b ank 
characte ri s t i c s , charac teristics of indus t rial loans , atti t udes and 
policies towards indus t rial loans , and opinions on indus t ri a l  develop-
ment .  The s ame q uestionnai re was sent to both main and b ranch oper-
ations . B e fo re i t  was s ent , the ques tionnaire was p re-tes ted through a 
persona l  int e rview wi th o f f i cers from one main o f fice b ank and one 
b ranch b ank . 
One and one-hal f months a fter the ques tionnaires were mai led , 95  
ques tionnai re s  had b een re turned .
2 
This was a res pons e r a t e  o f  4 0  
l copies of  the q uest ionnaires are included in  the following 
section o f  th i s  appendi x .  
20ne-h al f  do zen additional respons es were received from the banks 
after the data were analyzed  an d they are no t included in the to tal 
res ponse . Many of the late respondent s were larger banks . 
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percent . A fo llow-up q uestionnaire was mailed to the non-respondents 
to attempt to obtain data from the original non-respondents . For ty­
four o f  the original non-respondents returned the s econd questionnaire . 
The final response was 139 , or 5 8  percent . Sixty-one percent o f  the 
main off ice b anks and 52 percen t of the b ranch offi ce b anks responded . 
As indicated by Table A-1 ,  9 4 percent o f  the main o f fice banks 
with depos i ts over 10 million dollars responde d to the quest ionnaire . 
Most o f  the l ar ger banks were also national banks and memb er banks 
of the Federal Reserve System. Be cause the lar ger banks control 
toost o f  the b ank deposits in the state , most of the depos i ts of the 
s tate are represented in the data . 
There were 59 communities in which at least o ne indus try was 
located , and no res ponse was received from any bank in the community . 
These 5 9  communities collectively contained 186 indust rial plants . 
Except for 72  o f  these plants , located in 6 cities , most o f  thes e 
plants are newspaper and agricultural plants , employ fewer than 2 5 . 
persons , and are located in smaller commtmities . Many b anks in these 
communities may no t have answered because they did not reali ze that  
indust rial p l ants are located in their communi ties . 
To determine whether the responses to the survey are repres ent-
ative o f  the p opulation , responses from the second mailing of the 
questionnaire were compared to responses of the first mai
ling.  I f  no 
st atistical dif ference was found between responses obt a
ined from the 
two mailings , it was assumed that the remaining non-respondents are 
Table A-1 :  Bank Questionnaire Respondents 
Numb er of Respons es 
Respondents 
All Respondents 
Type of Of fice 
Main 
Branch 
Charter o f  Main O f fice Bank 
Nat ional 
S ta te 
Member o f  Federal Reserve 
Memb er 
Non-member 
Deposit S iz e  of Main Office 
Bank ( In Millions) 
0-5 
5-10 
10-20 
over 2 0  
Location b y  P lanning Dis trict , 
All Bank Of fices 
I 
II 
III 
IV 
v 
VI 
Bank Population of City ,  
Bank Of  fices 
Only B ank 
Two or More Banks 
City Popula tion ,  
Of fices 
0-9 9 9  
1 , 000-2 , 4 9 9  
2 , 500-9 , 9 9 9  
over 10, 000 
All B ank 
All 
Total Pos s ible 
139 2 40 
9 7  159 
42 81  
24 32 
73  129 
37 56 
60 10 3 
38 85 
29 38 
17 1 7  
13 15 
30 46 
20 39 
2 3  4 6  
31 45  
2 2  38 
13 26 
106 176 
33 6 4  
87 14 7 
22 39 
14 2 7  
16 2 7  
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Percent 
58 
61 
52 
75 
5 7  
66 
58 
45 
76 
100 
87 
65 
52 
50 
69 
58 
50 
60 
52 
59 
56 
52· 
59 
- . , 
. . 
' . 
.. . 
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similar to the respondents .
3 
Comparison o f  res ults of  two o f  the ques t ions b e tween the first 
and second gro up o f  respondents indicate a dif ferent atti tude towards 
industrial development . A signi ficantly greater number o f  respondent s 
in the se cond group expressed the opinion that indus t rial development 
wo uld not help their community , nor would a development gro up help 
promote in dus t rial development , (Table A- 2) . As shown b y  Tab le A-3 , 
almost all o f  the second group ' s negative response to the two ques-
tions came from the main of fice banks and not the branch of fice banks . 
A possib le explanation is tha t these main o ffice banks that did no t 
respon d  were loca ted in smaller communities and thus did nv t feel that 
indust rial development would help their co�unity .  Be caus e the �ue�-
tionnaire dealt with industrial development ,  they did no t answer the 
questionnaire . The branch office banks that did no t respond to the 
first mailing were no t found to be significantly dif f�rent ' from those 
b ran ch banks tha t did respond . 
Thus , the data received from the main o f fice banks are repre­
sentative o f  the larger banks and of the banks involved in indus trial 
development . The main bank non-respondents were the s maller banks 
who are no t involved in in dustrial development . Tiie data from the 
3This approach is based on the hypo thesis tha t  the first group 
o f respondents is represen cative o f  the population. I f  the s econd 
group of respon dents  is also representative of the popula tion ,
 the 
two groups will no t differ , and the two comb ined groups 
·are repre­
sentative o f . the population . If the two groups are dif f
erent , the
. 
total response is  no t representative of the populatio
n . The second 
group i s  then used to make in ferences about the remaining non
-
respondents . 
. ... . .  
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Table A-2 : S tatist ical Comp arison of Responses from Questions 1 and 
2 by First and Second Bank Response Groups 
No . of No . o f  Chi Level o f  
Quest ion Pos s ible Responses Responses Square S i gni gi-
No . Answer Group I Group II Value D . F .  cance 
1 Yes 84 32 
No 7 11 
8 . 04 1 . oos 
2 Greatly 56  20 
S l i ghtly 32 12 
No 3 7 
8 . 2 7* 2 . 029 · 
s = S i gni ficant at  . 0 5 level . 
*The expe cted frequency of  some cells is less than 5 ,  the minimum 
frequency nor:n.ally enclosed. 
Table A- 3 : Second Group o f  Respondents ,  Comparison o f  Replies 
to Questions 1 and 2 by Type of B ank Of fice 
. . . . . . . 
Quest ion 
Main Bank B ranch B ank No . Answer 
1 Yes 19 1 3  
No 8 3 
B lank 1 0 
2 Grea tly 11 9 
S lightly 10 2 
No 5 2 
Blank 2 
3 
' f 
1 2 1  
b ran ch banks were cons idere d t o  be  rep res entative o f  a l l  t h e  b ranch 
banks . 
The . Indust ry Quest ionnaire 
A q ues t ionn aire was mailed in the fall of 19 74 to  a ll manu-
fac turin g and p roces s in g  firms in the s t a te .  Manufac: turers-p rocess ors 
were asked t o  p rovide data on genera l charac teris t i cs o f  their plant s , 
pas t and p lanned expans ion activities , dif ficul ties o f  ob tainin g funds , 
an d s o urces o f  ftmds f or inves tment an d operatin g  us es . The ques tion-
naire was p re-te s t e d  with a large corpo ration and a small p rivately-
owned b us ines s .  
Three weeks a fter the quest ionnaires were mail e d·, ove r  1 80 
firms h a  respon ded . A followin g ques t ionnaire was s ent tu 5 3  o f  the 
non-responden t s  and a post card was s ent to the remaining non-
d . 
4 res pon en t s . Four days a fter  the se cond quest ionnaire and pos t c ards 
were mai le d , a to tal of 198 o f  the pos s ible 8 36 returns had been re-
ceive d .  B e ca us e  any response a fter th is would b e  t h e  result o f  the 
second q ues t i onnai re o r  pos t car d,  these 19 8 res pondents comp rised the 
first re turn . Wi thin ano ther month after the second· mai l ing , 6 2  mo re 
rep lies were received . This· was clas s i fied as the s econd re turn • . 
4The 5 3  recipients  were sele cted by the us e o f  a random nuITher 
t ab le ,  an d were add ed to t he se cond mai lin g of  the b ank ques t ionnaire 
in order t o  q ualify for a s pe cial mai l rate . The s e cond mai l  rate , 
which was use d  for all mailed ma terials , did no t provide p riority 
handl in g  o r  r e t urn pos tage if the piece wa s undelivered • . Some 
quest ionnai res may have b een lost in the mai l .  Of the 53 fo llow-up· 
ques tionnaires , 2 6  pe rcent we re ret urned , while the p os t cards prompted 
an 8 percent return f rom the o ther non-respondents .  
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The total comb ined response was 260 firms ,  o r  31 p ercent o f  the popu­
lation . 
Table A-4 shows response rate by dif ferent cate go ries . Re-
sponses were received from hal f of the firms that emp loy 100 or more 
persons . Mos,t o f  the largest firms in this s iz e  catego ry replied . 
Responses were also received from 40 percent o f  the firms that employed 
25 to 99 persons and from 28 percent of those firms that employed 
5 
fewer than 2 5 . Because the maj ority of  the employment in the ma.nu-
fact urin g-proces sin g  indust ries are by the larger firms and a good 
majo rity o f  these firms responded , well over hal f  of the emp loyment 
in the man ufac turing-p roces'sin g  sector is repres ented in the data.  
S in ce all firms did no t res pond , responses to  q uestions by the 
first and by the se cond group o f  respondents were compared in order 
to make in ferences about non-respondents .  None o f  the answers were 
foun d  to b e  s i gnificantly dif ferent between the first and second 
response group s . Therefore , da ta received from the indus t ries were 
cons idered to b e  representative o f  the population . 
5An additional do zen . smaller plants returned the questionnaire . 
and indicated that they were only one or  two man operations and/or 
did no t feel  that they qualified as manufacturers . 
. I 
Table A-4 :  Industry Questionnaire Respondents 
. Number of Responses 
Respondents Total Possible 
All Respondents 260  8 36 
Emp loyment S iz e  
0-2 4 1 77 6 42 
29-9 9 51 129 
over 100 32 6 5  
City Population 
under 1 , 000 62 246 
1 , 000-2 , 5 00 38 129 
2 , 501-10 , 000 35 9 7  
over 10 , 000 125 364 
Location by P lannin g Dis trict 
I 44 143  
II  61 1 9 6  
I I I  44 12 8 
IV 49 1 30 
v 16 70 
VI 46 1 6 7  
Home Office o f  Branch Plant 
S outh Dako ta 16 NA 
Other S tates 45 NA 
Est ablishment Date 
b e fore 1949 114 NA 
194 9-19 6 3  54 NA 
19 64-1 9 6 9  26 NA 
19 69-present 5 1  1 8 8  
12 3 
Percent 
31 
28  
40  
50 
25  
29 
36 
34 
31 
31 
34 
38 
2 3  
2 8  
30 
' · -
. •  
. .  
, .. 
12 4 
Novemb er 26 , 19 74  
Dear S i r :  
Much c oncern h a s  b een heard in S outh Dakota that e conomi c 
deve lopment within the s t a t e  i s  no t rap id eno ugh to p rovi de eno u gh  
j ob s  fo r t h e  s t a te ' s  yo un g peop le , or adequate inc omes to o th e r  work­
ers . Some think a short age o f  funds for inves tment is a maj o r  
limi t in g  fac to r .  
I n  res ponse to this the Econ omi cs Department o f  S outh Dako ta 
S ta te Un ive rs i ty has b e gun a p roj e c t  to look into the s o urc es and 
us es o f  cap i t a l  for indus t rial devel opment . Thi s  in c l udes e s t ab ­
li sh in g o r  en l ar gin g s u ch ac tivit ies as a gri cult ural p ro ce s s in g ,  
li gh t  man u fac t uring an d as s emb ly ,  heavy manufacturin g ,  min in g ,  e t c . 
( S ee q ue s t ion 3 on th e q ue s t ionnaire . ) Exc luded a re a gri c ul tural 
produc tion ( farms ) , who lesale and re tai l  t rade . My thes is s t udy is 
a part o f  this p ro j e c t .  I t  will examine the c urren t an d  p ro s p e c t ive 
ro le o f  co m e rc ia l  b anks in s upplyin g funds fo r the e s t ab l ishmen t 
an d exp ans ion o f  indus t rial p lants . 
The c� �lo s :: d  q uest ionnaire , whi ch I am s en din g to all b anks 
in S outh Dako ta , w i l l  b e  the p rima ry s ource o f  data fo r my th es i s  
s t udy . I ho pe t h a t  you w i l l  as s is t me b y  t akin g a few min u t e s to 
comp le t e  t h e  q ues t ionnaire and return it t o  me in the en c lo s e d  
enve lope � 
You will  no te that the q ues t ionnaire i s  numb ered . Th i s i s  
nece s s a ry s o  tha t regional , s iz e  group , an d o ther compari sons amon g 
b anks c an b e  mad e . We wil l res t ri c t  a c cess to the numb er key s o  tha t  
in fo rmat ion p rovi de d by you w i ll b e  kep t s t ri ctly confiden t ia l .  I t  
wil l  b e  comb in e d  w ith res ponses from o ther b anks s o  t h a t  no in divi dual 
respons es o r  b ank o pera tions can b e  i dent i fied in any p ub l i c a tion 
comin g o ut o f  this s t udy . 
Your cooperation w i l l  b e  s in cerely appre ciated . 
LT / lj k 
Enclos ure 
S inc e rely , 
� v� 
Lo ren Tauer 
Graduate Res earch As s i s t an t  
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Ban k  N umbe r  ---
BAN K QUE ST I ONNA I RE 
S outh Da kota S tate Un i vers i ty 
CON F I DENTI AL 
1. Do you t h i n k  t h a t  i n d u s t r i a l  expan s i on wou l d i mp rove 
the q ua l i ty o f  l i fe for the c i t i z en s  o f  you r commun i ty? Y e s  N o  ---
2 .  Wou l d  an i n dus t r i a l  de ve l opme n t  g roup 
or corpora t i on in your comm u n i ty ass i s t 
i n  th i s  i n du s t r i a l expan s i on ?  Great ly __ S l i gh t ly__ N o  __ _ 
3. Wh a t  typ e ( s ) of fi rms do you th i n k  
mi g h t  b e  e s t ab l i s h ed o r  expan ded i n  
you r commun i ty 7 
Of the se wh i ch wo u l d re pre s e n t  
new type s of i n d us try 7 
Ag proces s i n g  
Mi n i n g  
L i gh t  man ufa c tu r i n g a n d  
a s s emb l i n g 
Heavy man u fac tu r i ng 
Touri s m  
Tran sport;i  t i  on 
Oth e r  ___ ��----�--
4 .  D o  you t h i n k  that yo u r  commun i ty has t h e  capac i ty to 
fi n ance i n d us tr i al expan s i on from l oc a l s o urce s ?  
5 .  What vol ume o f  i nv e s tmen t  fun ds d o  you es t i mat e m i gh t 
Y e s  N o --- ---
be ava i l a b l e on an ann ua l bas i s  i n  you r  commun i ty ?  $ _______ _ 
6 .  What i s  th e  a p p roxi ma te di s tri b ut i on o f  your l oans  i n  the 
fol l owi n g ca te gori e s ? 
Ag r i c u l t ure 
Ag ri c u l t u ra l  proces s i n g  
Who l e s a l e  a n d  re t a i l t rade 
Home mo rtgage s  
a .  FHA or VA i n s u re d  . 
Pe rs o n a l o r  i n s ta l l men t l oan s  
In du s tr i a l l oa n s 
Othe r  ( s pe c i fy ) ________ _ 
Percent 
7 .  How wo u l d yo u ra te the experi ence wi th 
i ndus t ri a l  d e v e l opme n t  of the pe rson 
who admi n i s te r s  i ndus tri a l  l oans for . Moderate 
you r  ban k ?  Ext en s i ve___ _ _ Sl i ght.  __ _ 
CON F I DENT I AL 
-
COU F I DEN T I  AL 
8. Wh a t  perce n t a ge of  the val ue of you r i n du s tr i a l  l oa n s  i s  ( or has been ) i n  
ea c h  o f  the fo l l owi n g  t h re e  l oa n  categori es ? 
Short te rm I n termed i a te term 
( u nde r 1 ye a r ) ( 1 - 5  yea rs ) 
C urren t l y  % % 
1 969- 1 973 % % Avera g e  
9 .  Wha t  percen tage o f  the val ue of your ou ts tan d i n g  i n du s tri a l  
l oa n s  i s  S BA g u a ran te ed? 
10 . · Wha t  p erce ntage o f  the val ue of your S BA guaranteed i n d u s ­
t r i a l  l oa n s  i s  res o l d  to the State of South Da kota? 
1 1 .  Wha t  perc e n t a ge o f  the va l ue of your i n du s tr i a l  l oans  
i s  to fi rms l oca ted o u ts i de y o u r  commun i ty? 
Lon g term 
( over 5 yea rs ) 
% 
% 
% 
____ ____,;% 
____ _..;% 
12 . H a ve you h ad reques t s  fo r i n d us t ri a l  l oans l arger 
th a n  t h e  m a x i mum l oan th a t  yo u r  ban k  can l ega l ly 
ma k e  to a s i n g l e borrower? Ye s No __ _ 
13 . I f  s o , do you u s e  overl i nes wi t h  you r  corre s pon -
den t  b a n k  to fu l f i l l  the l oan req ues t? Yes No __ _ 
14 . I s  lhe c o r re s 1)Qnde n t  ban k tha t yo u n orma l ly use 
for t h i s s e rv i ce l o ca ted in  S o u th Da kota ? Yes No __ _ 
1 5 .  Does your b a n k  coopera te wi t h  o ther ban ks o r  non­
bank l e n d e rs i n  you r l oc a l i ty for t h e  f i n an c i ng of 
enterp ri s es h a v i n g  c red i t needs g rea ter than t h e  
capa c i ty o f  a s i n g l e  sou rce? Yes No __ _ 
16 . How p reva l en t  or i mportan t a re th e fol l ow i n g fa c tors i n  l i mi t i n g  you r  
a b i l i ty o r  wi l l i n gn es s  t o  ma k e  i n creased i ndus tri a l  l oan s ?  
a .  A s hortage o f  app l i cants 
b. 
c .  
d . 
e .  
f .  
I n s uffi ci en t  eq u i ty o f  l oan 
a p p  1 ;�can ts 
Defi c i e n t  man agemen t expe­
r i e n c e  o f  l oan appl i cants  
H i gh ra t es o f  b u s i ne s s  
fa i l ures 
Cos ts of admi n i s teri ng 
i nd u s tr i a l  l oans 
I n te re sts a n d/ o r  exper i en ce 
of yo u r  l oa n  o ffi cer ( s ) 
Very I mportant I mp o rtan t N ot I mportant 
CON F I DENT IAL 
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16 . ( Con t i n u e d ) Very I mportant I mporta n t  Not I mportant 
g. Pri o r  colTUlli tment of ava i l ab l e 
l oa n  fun ds to other uses 
h.  Leg a l  maxi mum l oan l i mi ts 
1 7 .  Wha t  i s  t h e  h i g h e s t l oa n  to depos i t · ra tio 
tha t you fee l  comfor tab l e  w i th ?  
18. If your ban k i s  a membe r  of the Federa l Reserve , 
does i t  q ua l i fy fo r t he Federa l Reserve ' s  season a l  
borrowi n g  p r i vi l ege?  Yes N o  --- ---
19 .  Have you u s e d  th i s  s e rv i ce Extens i vely __ S l i gh t l y__ N o t  at a l l_ 
20 . Wha t  do you s e e  a s  a n  i deal  a s s e t  port fo l i o  for you r  ban k ?  
Loan s a n d  D i scoun ts 
Gove rn men t S e c u r i t i es 
Corpo ra te Bonds 
Fede ra l Funds  
Ca s h  
B a l a n ces  i n  corres ponden t ban ks 
Rea l P roperty 
Oth e r  { s pe c i fy ) _________ _ 
2 1 . Ass umi n g  a s ta te i n dus tri a l  l oan g uaran tee 
ex i s ted , · wou l d  yo u i n c rease the cu rrent p ro­
port i on of t o ta l l oa n s  g o i n g  for i nd us tri a l  
estab l i s h ment o r  e xpan s i on ?  
Percen t  
Yes __ _ N o  ---
22.  I dent i fy maj or fa c t o rs l i m i t i n g  i n dustri a l  and econ om i c deve 1 opme n t  i n  
your a re a . ( Pri o r i ty orde r ) 
A. 
B .  
c .  
I •  
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Dear S ir : 
Much concern ha s been heard in South Dako ta tha t  economic d ev elopment 
within the s t a t e  i s  no t rapid enough to prov ide suf f ic ient j ob s  for  the 
state ' s young peop le , or to prov ide adequa te inc omes to othe r  worker s .  
Some think a shor t age of funds for investment is a maj o r  l im i t ing factor . 
In re sponse t o  this the Economics Depar tment of S ou th D ako t a  S ta t e  
Univer sity has begun a proj ect  to look int o  the sources  and u s es o f  
capital f o r  indu st rial d evelopment . My thesis s tudy i s  a par t  o f  this 
proj ec t . It will examine the current and prospec t ive ro le of cred i t  
inst itut ions in supply ing fund s f o r  the es tabl ishment and expans ion o f  
indu str ial p lant s .  
The enc l o se d  ques t ionna ire , which I am send ing to mos t o f  the 
indus t ries i n . South Dako ta , wi ll be  the pr ima ry source of  da ta  f o r  my 
thes is s tudy . I hope that you will assist me by taking a few minutes 
to complete the que s t ionna ire and re turn i t  to me in the enc lo sed 
envelope .  
You wil l no te t ha t  the quest ionna ire is numbered . Thi s  i s  nece ssary 
so tha t regional , s ize group , and other compar ison s  among indu s t r i e s  can 
be mad e .  We will r e s t r i c t  acc es s  to the numbering key so that informa t ion 
provid ed by you wi ll be kep t s tric t ly conf ident ial . I t  wi ll be comb ined 
With respons e s  f rom o t her indu stries so that no ind ividual r e sponses 
or industry operat ions can be  identified in any publ ic a t ion coming out 
of  thi s s tudy . 
Your coopera t ion will be  sincerely appr ec ia ted . 
LT/lj k  
Enclosure 
S incerely , � 
� y� 
Loren Tauer 
Graduate  Research Ass i s tant 
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CONFIDENTIAL 
QUESTIONNAIRE 
Economic s Depa r tment , Sou t h  Dako ta S ta t e  Univer sity 
1 .  Wha t yea r  wa s your f i rm e st ab l i shed a t  the present commu n i ty ?  
2 .  I s  you r  f irm a sub s id ia r y  o r  branch o f  a parent c ompan y ?  Y e s  N o  
Loca t ion o f  parent c ompany C i t y  S ta t e 
-------
3 .  Rank ( 1 , 2 ,  3 ,  4 , )  the four mo s t  impor t an t  f a c t o r s  that wer e r e sponsible 
f o r  t he l o c a t ion o f  you r f i rm .  
C l o s e  t o  ma rke t s  
C l o s e  t o  raw ma t e r i a l s  
Good t r ansp o r t a t ion 
Abund a n t  labo r 
Low labor c o s t s  
Low power c o s t s  
Loca l  f unds were av a il a b l e  
Favorab l e  t ax p o l ic ies 
Home commun i t y  of owner s 
Qua l i t y o f  l i f e  
O t her ( spec i f y) 
In S o u t h  Dako t a  
4 .  Annual s a l e s  or value o f  produc t ion o f  your p lant 
Und e r  $ 5 0 , 000 
5 0 , 0 0 1  - 1 00 , 000 
1 00 , 00 1  - 500 , 000 
5 00 , 00 1  - 1 , 00 0 , 000 
------� 
Ove r  1 , 000 , 000 
Pre s en t  S i te 
in Sou t h  Dako t a  
5.  Ove r  t h e  pa s t  f ive year s ,  h a s  o u t pu t  o f  your p lant 
Inc r ea sed Rema ined cons tant Decrea s ed 
-�-
6 .  Wha t p e r c en t  o f  t he p l a n t ' s  produ ct i s  sold in the f o l l owing a r ea s ?  
Loc a l  (w i t hin 50 m i l e s ) 
Wi thin S o u th Dako t a  bu t 
o u t
.
s i de o f  loca l area · 
Ou t s id e  o f  Sou t h  Dakot a  
% 
----
% 
----
% 
----
7 .  Of your c u r r e n t  inve s tmen t in p lant and equ ipment , what p ercentage 
wa s a d d e d  ove r the l a s t  f ive year s ?  
____ 
% 
8 .  I f  your p l ant has not exp anded wi thin t he las t f ive yea r
s , check the 
reason o r  rea sons why . 
S a t i s f i e d  wi th p r e sent s i z e  
Shor t age o f  l abor 
S h o r t a·ge of raw ma te rials 
La ck of mo rke t  f o r  more prod uct ion 
Unava i la b i l i ty of f i nanc ing 
Ot her ( s p e c i fy )  
' '  
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9 .  Do you have p lans f o r  exp ans ion wit hin the next f iv e  year s ?  Y e s  No 
1 0 .  Wha t i s  t he p o p u l a t ion o �  the c ommuni ty wher e  
t he e x p a n s ion w i l l  o c c u r ?  Und er 2 , 500 
2 , 5 00 - 5 , 000 
5 , 001  - 1 0 , 000 
Ove r  1 0 , 000 
1 1 .  W i l l  the expans ion be in the pr esen t  c ommun i ty? Yes 
Y e s  I f  no t ,  wil l the expans ion be wit hin South Dako t a ?  
No 
No 
1 2 . I f  t h i s  e xpan s i on w i l l  occur at ano ther c it y ,  or if you a r e  p lanning to 
mov e yo u r  ent i r e  p l an t  to ano ther c i t y , p lease s t a t e  t he reasons f o r  the 
r e l oc a t i o n . 
% 
1 3 .  Wha t p e r c en t a ge o f  borrowed f unds f rom al l sour c e s  a r e  secured by 
mo r tgag e s  on non-bu sine s s  p roperty? 
---
1 4 . Has a s ho r tage o f  f un d s  res t r ic ted : 
( a )  s i z e of p r es en t  p l an t ?  
(b)  expans ion o f  p la n t  s iz e ?  
1 5 .  Has p ro duc t ion o f  you r  p l an t  been l im i t ed 
b ecau s e  of l a c k  o f  opera t ing fund s ?  
Yes 
Ye s 
Ye s 
No 
No 
No 
1 6 .  I f  you have exper ienc ed problems in o b t a ining funds , wha t  wer e the reasons 
g iven by the p o tent i a l  l ender ( s ) ? 
1 7 . 
1 8 .  
I n su f f ic ient e q u i t y  o f  your f i rm 
Low p robab i l i t y  o f  success o f  
t he b u s ine s s  
Pr i o r  comm i tment o f  loan f unds 
t o  o t her u s e s  
Lac k  o f  intere s t  in p romo t ing 
ind u s t ry o f  t h i s  type 
Othe r ( sp e c if y )  
Has you r ex p e r i ence in ac qu i r ing fund s ind ica t e d  t h a t  t h e r e  i s  a shor tage 
o f  fund s for i n du s t r ial d evelopment in Sou th Dako ta ? Yes No 
. 
Wha t wou l d  yo u  recommend to correct thi s s i tuat ion? 
• .  �. . � 
1 9 .  
· . ·. 
What propor tion of fund s needed for inv e s tmen t i n  plant and equ ipment 
are obtained from each of the following sourc es ? 
a .  Owner-f inanced 
Per sonal f und s 
By parent f irm 
S t o c k  s a l e s  
Ou t o f  current prof i t s  
b .  Bank 
Lo ca l home o f f  ice bank 
Lo c a l  branch bank 
Other Sou t h  Dako ta Bank 
C i t y  ��������� 
Ou t of s ta t e  bank 
S ta t e  
��������-
c .  Gov ernmen t 
Smal l  Bu sin e s s Admin . 
Ind u s t r i al Rev enue Bond 
Rural Deve lopment Ac t 
Ot he r f ed e r a l , s ta t e  or 
l o c al p ro gr am -
( sp e c i f y) 
d .  Smal l Bus ine s s  Inve s t ­
men t Corp . 
e .  Insur an c e  Company 
South Dako ta based 
Ou t o f  s ta te 
f .  Bond Sa l e s  
g .  Loans f rom Ind ividual s 
Lo cal cormnun i t y  
O t her in s ta te 
Ou t o f  s ta t e  
h .  Fac toring 
i .  Accounts payab l e and 
o ther ac crua ls 
j .  Other ( spec i f y) 
Inve s tment in Plan t 
and Equ ipmen t  
To e s t ab l ish 
Firm ( if 
wi t h in' p a s t  
1 0  yea r s )  
% 
Expans ion 
( i f  wit h in 
pa st 5 yrs . )  
% 
and for operating costs were or 
Curr ent 
As se t s -
Ac c t s . Recv . 
& Inventory 
% 
: 
Proj ec ted 
Financ ing . 
of Planned 
Expans ion 
% 
w 
(") 
� 
1-:j 1-4 t::I tr1 z ....., 
� ­> t"" 
..... \,jl,) ..... 
APPENDIX B 
DATA AND STATISTI CAL TES TS 
FOR S I GNIFICANT FACTORS IN 
CHAPTER IV 
' . f 
1: ·. · l 
V38 
\139 
V40 
Vl 
V 7  
V8 
These Variab les are Us ed in 
the Fol lowing Tab les 
= Sho r tage o f  Funds Res t ri cted Pre s ent Plant 
= Sho r ta ge o f  Ftmds Res t ri cted Expans ion o f  Plant 
= S h o r ta ge o f  Fund s Re s t ri cted Pro duc tion 
1 = no 
2 = yes 
= Emp l oyment S i ze 
1 = 0 - 2 4  emp loyees 
2 = 2 5  - 9 9  emp loyees 
3 = Over 100 empl oyees 
:.:: Year Es t ab lishe d 
1 
2 
3 
4 
= S ub s i diary 
1 
2 
= 
= 
= 
= 
B e fore 1948  
1949 - 1963  
19 6 4  - 19 6 8  
S in ce 1969  
o r  B ranch 
= no 
= yes 
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S iz e  
. . I 
TABLES INDUSTRIAL QUESTIONNAIRE 
FILE I S  INDUS V38 BY V8 
CONTROLLED FOR 
CELL CONTENTS ARE . 
CELL COUNT 
V38 1 
1 19 
. . . . .  
2 18 
TOTAL N 3 1  
CHI S QUARE = 
• • • 
WORST EXPECTED VALUE = 
D . F. = 
V7 
V8 
2 
15 
2 
1 7 
SCORE = 4 
ROW 
TOTALS 
34 
20 
54 
6 . 79 5 3  (PR=0 . 01 )  
6 . 29 6 3  
1 . 0000 
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' { 
. -. I 
,_ .. ._ ._ I 
TABLES INDUSTRIAL QUESTIONNAIRE 
FILE IS INDUS V39 BY Vl 
CELL CONTENTS ARE . 
CELL COUNT 
V39 1 
1 106 
2 45  
. . . . . 
TOTAL N 151 
CHI SQUARE = 
• • • 
VI 
2 
40 
7 
4 7  
WORST EXPECTED VALUE = 
D. F .  = 
3 
2 8  
2 
30 
ROW 
1 74 
54  
228  
9 . 9 4 21 (PR=. 010) 
7 . 105 3 
2 . 0000 
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I 3 3 . 3  I 9 . 5 
- -- ·----- - - - · - - - - - · I - · 1 0 0 • 0 I l C C • 0 
I 2 b . 6 I 1 . 4  
I 1 0 0 . 0 
I - · - - ---- 1 0 O �- O - ---- - -- -- - --- --------- - -- -- --- --- ---- - --- -- - - -- -- - - · _- ·- -_ ._ 
I 2 9 . 9 
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T C T·A t  N-- - - --- - - - --� --- - -- - - . 1 2 6 -- -- - � 
R O W  P C T  8 5 . 7  
C U M ·- -R 0 H - -- --- - - - -- - - - - -�- - g 5 .  7 
C O L  P C T 1 0 0 . 0  
C U M- C O L- - - - - - - - - · - - 1 0 0 . 0  
T O T  P C T 8 5 . 7  
C H I S C U A � E  =-= 
-
- - - -- - 2 1 - - - - - - -- ---- - - - - 1 4 7 - -- -- -- - - -- - - - - - - - -- - - ---- - -- -- - - --- -- -- - - ·-- - - - · - - -- - -- - - - - · - - · 
1 4 . 3 L O O . O 
l C O .  o - --- - ---- - --- l O O � o ----- -- -- - - - - - ·- - - - - - -- -- - - -- - - - - -- • - - - - - - ---
1 0 0 . 0  1 0 0 . 0 
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1 4 . 3 1 0 0 . 0 
· - - - ·- - - · - -- - - - -- - - . - - - - - - --- - - - --- - - -
- -� --- -· - - -- - -
-- - · i-J U R S T - E X  P E C T  E 0 V ;\ L !J E -== 
4� 8 6 5 4  C P R = 0 8 0 2 8 )  
6 . 2 8 5 7 -
1 . 0 0 0 0  C .  F .  :=:: 
. . . . .  ,._ . 
. . - - . -
' _ . _  - -· - . /  . ---
- I 
TABLES INDUST RIAL QUEST I ONNAIRE 
FILE IS INDUS V40 BY Vl 
CELL CONTENTS ARE . 
CELL COUNT 
V40 1 
1 1 2 5 
2 42 
TOTAL N 1 6 7  
CHI SQUARE = 
� 
. . . 
Vl 
2 
4 4  
7 
5 1  
WORST EXPECTED VALUE = 
D. F .  = 
3 
29 
1 
30 
ROW 
TOTALS 
1 9 8  
50 
24 8 
9 . 1 71 7  (PR= . 0 20 )  
6 . 04 84 
2 . 0 000 
1 3 7  
. I 
._ 
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APPENDIX C 
AVERAGE PERCENTAGES OF FUNDS OBTAINED FROM BANKS 
FOR DI FFERENT TY PES OF INDUSTRIAL ACTIVI TI ES 
BY FIRMS AS DI SCUS S E D  IN CHAPTER V 
. ' .. f 
Appendix Table C-1 : Funds Obtained from Bank Sources for Financing Establishment of Firms , 
1969 to 1974 (Average Percentage o f  Total Investment) * 
Source · 
South Dakota Banks 
Lo cal Banks 
Home Office 
Branch 
Other in State 
Banks 
Out of State 
Banks 
Number of 
Respondents . .  ' . . . . .  . . . . 
All 
Firms 
17  
( 30) 
16 
( 30) 
13  
( 26) 
1 
( 7) 
2 
(9 ) 
0 
32 
Employment Size 
0 - 24 25 - 9 9  Over 100 
20 15 0 
( 3 3) ( 13) 
18 15 0 
( 3 3) (1 3) 
14 15 0 
(29) ( 1 3) 
2 0 0 
(8) 
2 0 0 
( 10 )  
0 0 0 
25 4 3 
*Standard deviation is given beloW' each average . 
: .. ·. . .. . 
Experienced 
Problems 
Office Obtaining 
Home Branch Funds 
2 2  6 1 7  
( 34) ( 1 1) ( 35) 
20 6 1 7  I 
( 34) ( 11) ( 35)  
15 6 1 7  
( 30) ( 11) ( 35) 
2 0 0 
( 8) 
2 0 0 
(10) 
0 0 0 
2 3  9 20 
Did Not 
Experi-
ence 
Problems 
18 
( 20) 
1 3 
( 18) 
10 
(16)  
3 
(12)  
4 
( 14)  
0 
12 
.... � .... 
Appendix Table C-2 : Funds Obtained from Bank Sources for Financing Expansion of  Firms , 1969 to 19 74 
(Average Percentage o f  Total Investment) * 
· Employment S ize Age o f  Firm in Years 
0 2 5  2 5  10 
All to to Over Over to to Under 
Source Firms 24 9 9  100 2 5 10 5 5 
South Dakota 32 40 18 22 34 35 1 7  34 
Banks (40) ( 42 ) ( 2 7) ( 40) (4 1) ( 40) ( 34) ( 41) 
Local B anks 30 37 . 16 2 2  3 1  3 3  1 7  31 
(40) ( 4 3) ( 26) ( 40) ( 41) (41) ( 34) ( 4 3) 
· Home 2 7  3 3  16 2 2  30 2 8  1 3  2 8  
Office ( 39) ( 42) ( 2 7) { 40) ( 40) ( 39) ( 34) ( 40) 
Branch 3 4 2 0 2 5 4 0 
( 12) ( 15) ( 6 )  ( 12) ( 14) ( 15) 
Other S tate 2 3 2 0 2 2 0 3 
Banks ( 11) (12 ) ( 8) (13) (10) ( 8) 
Out of  S tate 2 0 8 0 4 0 0 0 
Banks ( 13) (1) ( 2 7) (19) 
Number of  
Respondents 110 67 27  16 52 2 3  16 19 
�S tandard deviation is given below each average . 
· ' 
O f  £ice 
Home . B ranch 
34 24 
( 39) ( 40) 
31 2 3  
( 40) ( 40) 
2 7  2 3  
( 38) ( 40) 
4 0 
(14 ) 
2 1 
( 12) ( 6) 
2 0 
(15) 
82 2 7  
. .  · .· 
. . . .  -
Experienced Did Not 
P roblems 
Obtaining 
Funds 
2 8  
( 39) 
26  
( 39 ) 
24 
( 37) 
3 
(1 3) 
2 
(8) 
1 
(11) 
. ' 
7 7  
, 1 T • •. : 
Experi-
ence 
. Problems 
44 
( 41) 
39 
( 42) 
36 
( 4 3) 
3 
( 1 1) 
4 
( 1 7) 
0 
2 5  
, 1  •• • •  
..... � N 
Appendix Table C-3 :  Funds Obtained from Bank Sources for Financing Current Assets (Average Per­
centage o f  To tal Current Assets) * 
All 
Source Finns 
South Dakota 22 
Banks ( 3 3) 
Local B anks 20 
( 3 3) 
Home 17 
Office ( 32) 
Branch 4 
( 14) 
Other State 2 
Banks ( 8) 
Out of State 3 
Banks (15) 
Number of 
Respondents 88 
. Emp loyment S ize 
0 2 5  
to to 
24 9 9  
20 18 
( 30) ( 2 7) 
18 18 
( 30) (2 7) 
13 19 
( 2 8) ( 2 8) 
. .  
. . . 
5 
( 17) 
2 
( 8) 
0 
55 
2 
( 6) 
0 
11 
(2 8) 
19 
Over 
100 
36 
(45) 
32 
( 46) 
32 
( 4 7) 
0 
4 
(13) 
4 
( 12) 
14 
Age of Firm in Years 
25 10 
Over to to Under 
25  10 5 5 
16 34 3 3  19 
( 30) ( 37) ( 42) (2 8) 
16 34 33 13 
( 30) ( 3 7) ( 42) ( 2 7) 
13 26 29 13 
( 26) ( 41) ( 4 3) (26) 
4 8 4 0 
(18) (14) ( 14) 
0 0 0 6 
(15) 
8 0 0 0 
(2 2) 
35 14 13 2 3 
.*S tandard deviation is given below each average . 
· '  . .. . 
Experienced Did No t 
P roblems Experi-
Office Obt aining ence 
Home B ranch Funds . Problems 
24 14  22  22  
( 34) ( 2 7) ( 34) ( 29) 
24 10 20 19 
( 34) ( 26) ( 34) ( 2 8) 
20 10 18 16 
( 33) ( 25 ) ( 33) ( 2 8) 
5 . 0 3 4 
( 16) {14) (12) 
0 4 1 3 
(1 3) ( 7) ( 12 ) 
4 0 4 0 
( 16) ( 16) 
6 7  20 70 18 
, . . · ' • ' 
>-' � w 
Appendix Tab le C-4 : Funds to be Ob tained from B ank So urces for 
Financin g  Planned Expansion (Average Per­
centage o f  Total Planned Investment) * 
.. .  4 • • • • • •  
Employment S ize 
144 
Source All Firms 0 - 24 25 - 9 9  Over 100 
South Dako ta Banks 
Local Banks 
Home Of fi ce 
Branch 
Other S tate B anks 
Out o f  S tate Banks 
Nwnber o f  
. .  
. . . 
Respondents 
24 
( 35) 
2 3  
( 35) 
22 
( 34) 
3 
(14) 
1 
(6) 
5 
{18) 
6 7 
2 7  1 7  
( 36) ( 30) 
25 17 
( 37) ( 30)  
26 11 
( 3 7) (2 3) 
2 6 
( 9 )  ( 2 3) 
2 0 
( 9 ) 
2 11 
( 12) ( 2 7) 
3 7  18 
*Stan dard deviation is given below each avera ge .  
25 
( 38) 
25  
( 38) 
2 3 
( 39 ) 
2 
(6) 
0 
4 
( 14) 
12 
APPENDIX D 
DATA AND STATISTICAL TES TS FOR SIGNI FICANT 
FACTORS IN CHAPTER VI 
- .- I 
- - 1 
These Variables are Used in 
the Following Tables 
Vl = City S ize 
. 
V7 a Deposits 
1 = Under 1 , 000 
2 = 1 , 001 - 2 , 5 00 
3 = 2 , 501 - 10 , 000 
4 = Over 1 0 , 000 
1 = Under $5 million 
2 = $ 5  to $10 million 
3 = $10 - $20 million 
4 = Over $20 million 
VS = Loan to Deposit Ratio 
1 = Un der . 30 
2 a . 31 - . 4 0 
3 = . 41 - . so 
4 = . 5 1 - . 60 
5 = . 61 - . 70 
6 = Over . 71 
146 
VlO = Indust rial Development Would Improve the Quality o f  Life for the 
Cit izens 
Vll = Development Group Would Assist in Development 
Vl9 = Connntmity has Local Capacity to Finance Indust rial Expansion 
1 a no 
2 = yes 
. · . .  I 
V49 = P rior Commitment o f  Available Loan Funds to Other Uses h as 
Limit ed Ability or Willingness to Increase Indust rial Loans 
1 = no t important 
2 = important 
3 = very important 
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Appendix Tab le E-1 : Employment and Numb er o f  Firms b y  Indus t ry , 
1972  
. . . . . . 
S IC 
.code . 
. - .. . . . 
Maj o r  
. . . . . . 
Indus t ry Group 
. . . .  
Mining 
10 Me tal mining 
14 Non-metallic minerals 
Manufacturing 
20  Food and kindred p roducts 
2 3 Apparel and o ther textile 
p roduct s  
2 4  Lumb er an d wool p roducts 
2 7  Print in g  and pub lishin g  
2 8  Chemica l and allied p roducts 
30 Rubb er and p lastic  products 
31 Leather and leather p roducts 
32 S tone , clay , and glas s 
produc ts 
33 Primary metal products 
34 Fabri cate d  metal products 
35 Machinery , except electrical 
36 Electrical equipment and 
s upp lies 
37  Trans p ortation equipment 
38  Inst ruments and related 
product s  
39 Mis ce llaneous manu-
facturing indust ries . . . . . . .  
Numb er o f  Total 
Emp loyees Repo rting 
Mid-March Units 
2 , 2 8 7  34 
(D) 3 
(D) 2 6  
17 , 04 2  5 2 9  
7 , 374 117 
(D) 1 1  
702 38  
1 , 832 15 7 
14 8 9 
288  7 
(D) 2 
6 82 5 1  
(D ) 1 
686 2 7  
1 , 856  40 
75 8 8 
940  22  
(D) 4 
304 1 8  
156 
( D) deno tes fi gures withheld to avoid disc los
.
ure of operations 
of individual reporting unit s .  
S ource : u .  s .  Bureau o f  the Census , County Bus iness Patterns , 
19 7 2  S outh Dako ta CBP-70-4 3 (Hashington : Government _, 
Print ing Office , 19 7 3) . 
Appendix Table E-2 : Number o f  Reportin g  Units and Employees in Mining and Manufacturing , by 
Employment Size , 19 72 
To tal Numb er of Employees 
Mid-March 500 
· Industry . .  Pay Period · 1- 3 4-7 8-19 20-49 50-99 100-249 · · 250-500 or more 
Mining 
Manufacturing 
. . .  
. . 
Reporting Units 
Emp loyees 
Reporting ·  Units 
Employees 
34 
2 , 2 87 
529 
17 , 042 
14 1 10 
(D) (D) 9 3  
168 9 1  135 
313 46 7 1 , 62 3  
7 1 0 0 1 
162 (D) - - (D) 
59 37  29 7 3 
1 , 84 1  2 , 52 7  4 , 1 34 2 , 05 3  4 , 084 
(D) deno tes figures withheld to avoid disclosure o f  operations o f  individual reporting units . 
Source : u .  s .  Bureau o f  the Census , County · B usineu s Patterns , 19 72 , South Dako ta CBP-72-4 3 
(Washin gton : Government Printing Office , 19 7 3) . 
-
i-a Vt -...J 
Appendix Tab le E- 3 :  Industries Used in the Analysis by 
Standard Indust rial Clas s i fication 
(Short Titles) 
SIC 
.Number In dus try 
Agriculture , Fores t ry , and Fishing 
018 Horticultural Specialties 
019 General Farms ; Primarily Crops 
Mining 
10 Me tal Minin g 
12 B it tuminous Coal and Lignite Mining 
14 Non-metallic Minerals , Except Fuels 
Manufacturin g 
20 Foo d  and Kindred Products 
2 2  Textile Hill Products 
2 3  Appare l and Other Textile Products 
24 Lumb e r  and Hood Products 
25 Furni ture and Fixtures 
26 Paper and Al lied Products 
2 7  P rintin g and P ublishing 
2 8  Chemi cals and Allied Products 
30 Rubber and Mis cellaneo us Plastics Products 
31 Leather and Leather Products 
32 S tone , Cl ay , and Glass Products 
3 3  Primary Me tal Indust ries 
34 Fab rica te d  Metal P ro duc ts 
35 Machinery , Excep t Ele c tri cal 
36 Ele ctri c and Electronic Equipment 
3 7  Trans por ta tion Equipment 
38 Ins t ruments and Related Produc ts 
39 Mis ce llaneous Manufacturing Industries 
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CHAPTER I 
INTRODUCTION 
Among s t ated obj ectives of Federal and S tate p ub l i c  policy in 
recent years have b een reduc tions in rural to urban migration �nd 
in rural-urb an income differentials ; p roblems that have b een pervas ive 
in S outh Dakota throughout the last few decades . The importance given 
these ob j ectives at the Federal level is re f lected in the Agricultural 
Act of 19 70 . 
The Congress com��ts itself to a sound balance b etween 
rural and urban America . The Congress considers this balance 
so essent ial to peace , pros perity , and welfare of all of our 
citizens that highest prior i ty must be riven to ·the revital­
!zaticn a�d d2vclcpn�nt cf r�ral creu3. 
These obj ec tives are s tated more specifically for South Dakota 
in the S tate P l anning Bureau ' s  19 7 4  policy p lan for e conomic d evelop-
ment . 
1 )  The net number o f  out-migrant s  in the 19 70 ' s should 
be reduced to less than one-half  the numb er who left  the st ate 
d uring the 1960 ' s .  Net o ut-migration should app roach zero 
during the 1980 ' s .  
2 )  The exis ting  per capita income gap between S outh 
Dako ta and the rest of the Uni ted S tates should b e  steadily 
narrowed . 2 
lu.s., Congress , Senate , Committee on Agriculture and Fores try , 
Prepared for the S ubcommit tee on Rural Deve lopment ,  Guide to the Rura l  
Development Ac t o f  1972, (Washington : Government Printing O ffi ce ,  
December 10, 1973), p .  1 . 
2south Dako ta , S tate Planning Bureau , Policy Plan for Economic 
Development , ( Pierre , South Dako ta , December 5 ,  19 7 3 ) , p .  11 . 
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For S outh Dakota , with its sparse population and limited market , 
perhaps the only way tha t these obj ectives can be attained is by ex­
pans ion of the export sectors of the state ' s  economy . Growth o f  
those sectors that export their produc ts o r  services outside the 
state , or that produce s ubstitutes for imports into the s tate will 
induce growth o f  local service industries and create employment and 
income multiplier e f fects . South Dakota ' s  export industries include 
agriculture , government , tourism, and processing-manufacturing.  
Currently , the e conomy o f  the state is largely based upon two export 
sectors ; agriculture and government .  Dependence upon these two sec­
tors has led to  o ut-migration and lower income leve ls than the 
national median . Diversification to other expor t industries will 
promote growth and stab ility to the state ' s  economy . nie small but 
rapidly growin g manufacturing-processing industry shows the greatest 
potential for diversifi cation and growth of the s tate ' s economy .  
However ,  the growth of  this industry depends upon access to adequat� 
investment f unds . 
This s t udy inves ti gates whether ind ustrial deve lopment in 
South Dakota has been hampered because of financial constraints . 
'llle study fo cuses on commercial banks and their role in financing 
and promoting industrial development . Results of the s tudy will pro­
vide public and p rivate decision-makers with information needed to 
assess policies d evised to facilitate or effect at tainment of the 
two major e conomic development obj ectives for the st ate : reducing 
previous mi gra tion patterns and narrowing income dif ferentials . 
I 
Nee d  for the Study 
During the last decade South Dakota experienced a net out-
migration est imated to be over 9 2 , 5 00 persons . Al thou gh there were 
counties in the s tate that increas ed in population , most counties 
decreased in population during th e last de cade. Generally those 
count ies that increase d in population were counties where institu-
3 
tions o f  higher learning , Indian reservations , or military bases are 
lo cated . 3 
In So uth Dakota most migrants have been in the a ge group ranging 
from the high s chool graduate a ge to the mi ddle twenties . In 19 60  
there were about 119 , 000 persons in South Dakota b e tween 1 0  and 19 
years o f  age b ut by 197u, ten years later , only 84,000 persons aged 
20 to 29 remained in the s tate. 4 This age group has a low mor tality 
rate , so.most o f  the 35 , 000 decrease oc urred from out-migration . Thus , 
the population decrease within this group ac counts fo r about 38  per-
cent of the o ut-mi gration o f  the s t ate. 
3 Rural So cio logy Department , South Dakota Population and Net 
Migration: 1 96 0-19 70 , B ul letin 5 80 ,  (Brookings: Agricultural 
Experimen t  S tati on ,  South Dakota S tate University, Februa ry 1971), 
p .  2 3 .  S ome recent  population es timates indicate tha t  the ra te o f  
mi gration h as reve rsed itself during the past two t o  three years, 
and that people are moving into South Dako ta. U .  s. Bureau o f  the 
Census, Current Population Repor t , Estimates of the Population of 
States: July, 19 72 and 1973 (Advance Report), Series P-25 , No . 508, 
Ufasfiington : Government Printing Office, November 19 7 3 ) . It  is no t 
known whe ther this is a short-run or a long-run phenomenon. 
4 Calculated with data from: Rural Sociology Department , 
South Dak o t a  Population, Age and Sex Structure--1960-1970, Bulle t in· 
599, 1970 Population Series Repor t No. 3, (Brooking s: Agri cult ural 
Experiment S t ation , South Dakota S tate University, June 1972), p. 16 . 
4 
Because the young and productive are those who leave a region , 
out-migration can have an adverse effect upon a region . The o ld and 
very young are left behind , and they are less able to handle the re-
gion ' s economic and social problems that induced out-migra tion and that 
resulted from out-migration . 
. 5 
Research results indicate that migration from rural to urban 
regions within the United S tates has occurred because o f  three pri-
mary economic for ces , ( 1) capit al intens ive change in a griculture , 
(2 ) rural-urban income dif ferentials , and ( 3) rural-urban so cial ser-
6 
vice dif feren tials . Operation of these three forces in South Dako ta 
during the last decade can be illust rated by the following statistics : 
(l) during the last decade, the average size of a farm in South 
Dakota increased from 781 to 9 78 acres , the number of farms decreased 
from 5 8 , 400 to 46 , 000 , and agri cul tural employment decreas ed from 
80 , 900 to 5 9 , 000 ; 7 ( 2 )  the median family income for South Dako ta in 
1969 was $ 7 , 494 , $2 , 000 les s than the United S tates median income of 
$9 , 590 ; 8 ( 3) population per doctor in South Dakot a in 19 7 3  was 1 , 32 7 
5For the p urpose of this study , all of S outh Dakota is con­
sidered a rural region . 
6Mathew Shane , The Role of Ca ital and Credit Market in Re ional 
· · Development : Problems and Issues, Staff Paper P 72-2 7 ,  S t . Paul : 
Departmen t o f  Agri cul tural and Applied Economics , University of 
Minnesota , November 1 9 72 ) , p .  5 .  
1south Dakota Crop and Livestock Repor tin g  Service , South Dakota 
Agricultural S t atist i cs--1 9 7 3 , (Sioux Falls , May 19 74) , p .  6 5 . 
8Neil c. Gus t a fson , Recent Trends/Future Prospe cts , A Look at Upper Midwest ·Population Changes, (Minneapolis: Upper Midwest Council ; Federal Res e rve Bank Building, 1 9 7 3) , p .  · 22 . 
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compared to 804 per doctor for the nation. 
5 
Causes of migration may be interrelated. Narrowing the income 
differential may also narrow the social service differential. A 
higher income level may demand and make feasible greater social 
services, to be provided either through the private market system 
4 
or by the public sector. Also, efficient provision of social ser-
vices often depends upon a critical number of people. Therefore, 
inducing people to stay or move into South Dakota may help to allevi-
ate the social service differential. 
To stem out-migration of youn g people, to reduce underemploy-
ment, and to increase social services, importance must be given to 
the crea· im:1 of ernpluyrne it opportunities within local co11miun.i.ti�E>. 
New employment opportunities req uire establishment of new enterprises, 
and/or e�ansion of employment and incomes of existing enterprises • 
. In o rd e r  to increase the employment and income leve l of the total 
region these establishments must produce export or import substi-
tution products or services. Growth of these basic export sectors 
of the economy will induce increased employment and income levels 
in the non-basic, local service sectors of the e conomy . 
As discussed previously, processing-manufacturing activities 
comprise an important basic industry. Funds for inve s tmen t  in this 
industry must be available in commtmities to help provide economic 
9nata compiled by Galen Kelsey, Economics Department, South 
Dakota S tate University, Brookings, South Dakota, Decemb e r 1 9 7 4 .  
'Ibis diffe rence would be even more significant if the distance to 
reach that doctor is cons idered.  
6 
stab ility o r  growth . In general large companies have access to national 
money marke ts , b ut small companies are largely dependent upon local 
financin g. Wi thin national markets , firms in South Dako ta are rela-
tively small . Of the 768 manufacturers and processors listed in South 
Dakota in 1 9 7 4 , only 6 4  employ more than 100 persons , while 629 firms 
employ fewer than 2s . 10 Thus industrial firms - in South Dakota may be 
more dependent upon local financing than are most indust rial firms 
within the United S tates . 
Perhaps the most important sources o f  local financing are local 
commercial b anks . Estimations suggest that in some areas 50 percent 
or more o f  the rural non-farm sector is dependent upon local bank 
financing. 1 1  Som� rccc��cher= believe thn t  cgr!cu!turo is �doqaatoly 
financed not only by commercial banks b ut also by the Federal Farm 
Credit System. Tile e fficiency or ine f ficiency of  the comme rcial bank 
system may there fore have a greater e f fect outs ide of  the agricultural 
sector than in the a gricultural sector . 1 2  Thus the performance o f  
South Dakota ' s commercial banks may have an important impact upon the 
development o f  non-agricultural industry within the s tate . 
lOrn dustrial Division , Department of Economic and Tourism 
Development ,  South Dako ta Manufacturers and Pro cessors Direc to 
· 19 74-19 75 , ( Pierre , South Dako ta , p .  3 .  
llshane , op . cit . , p .  10.  
12Ib i d . , p .  22 , and Emanuel Me licha r,  "More Loanable Funds for 
Rural Banks " ( p aper p resented at the 18th Annual Conferen ce , Upper 
Midwest Agricultural Credit Council ,  Rapid City , South Dako ta June · 2 s  
19 7 3 , revised and updated Octob er .2 2 ,  1973) . 
' · ' 
··, : ' 
. 7 
From a regional welfare point of view , commercial banks and 
other financial ins titutions in South Dakota tha t serve as trans fer 
agencies from s avers to inves tors are operating ine f fi ciently if a 
redeploymen t o f  credit intraregionally or interregionally could lead 
to a higher total income for a region . A partial shi ft in bank 
credit from agriculture to the manufacturing-process ing indus try 
might increase regional income , and help stabilize the regional 
.. 
economy . The shift would also diversify loan portfolios and reduce 
bank risk . Greater utilization o f  deposit funds within rather than 
outside the region migh t increase regional income yet still ins ure 
liquidity and deposit safety .  This is especially probable b ecause 
dive.:si fied lo&.il portfolios reduce cyc lical variation.; in. depos i t s  
and loans . 
P�or b ankin g  performance may exist because of imper fect know-
ledge and satis faction with present income levels on the par t  o f  
bankers and b ecause o f  lack o f  competitive elements i n  the banking 
system. B ankers may no t desire changes since changes in the regional 
economy threaten the role of the bank and the banker wi thin the region . 
Long range implications of  poor bank per fo rmance may b e  as 
severe for b ankers as for the public sin ce a declining community can 
result in declinin g  bank depos its . Thus rational bank policies should 
be compatible with maximization of regional income . 
Re lative to o ther states , South Dako ta has low yearly levels 
o f  capital expenditures in the area of manufacturing. 1 3  In 19 70 ,  
South Dakota had new capital expenditures in manufacturing tha t  
atoounted t o  3 5  dollars per person . In the same year , Minneso ta had 
net manufac turing capital expendit ures of 71 dollars per person , 
Nebraska had 5 8  d ollars per person , North Dakota had 1 8  do llars per 
14 • person , and the nation had 15 7 dollars per person . Although all 
capital expenditure within a state is not necessarily financed by 
banks , especially by local banks , the ratio of  capital expenditures 
8 
in manufacturin g to to tal bank deposits is of significance . In 19 70 , 
South Dakota had a capital expenditure in manufacturing to to tal bank 
deposit ratio o f  0 . 8  percent , which is relatively low compared to 
2 . 2  percent for Nebraska, 3. 5  pe rcent for Mim1esota, o. 7 percent for 
North Dakota , and 26 . 0  percent for the nation . In 19 7 1 , which was a 
year o f  iow capi tal expenditures , capital expenditures per person and 
capital expendit ure to bank deposit ratios for the respective states 
and the nation were : South Dakota 20 dollars per person and 0 . 8 per-
cent ,  Neb raska 5 8  dollars per person and 2 . 1 percent , Minneso ta 71 
dollars per person and 2 . 6  percent , North Dakota 16 dollars per person 
and 0 . 2  percent , and for all states 14 7 dollars per person and 22 . 0  
percent . 
13North Dakota and Wyoming were the only states tha t  had lower 
yearly levels o f  capital expenditure in the manufacturing secto r  in 
19 70 and 1971. They have also experienced the same mi gration and 
income differential pattern that S outh Dako ta has experienced.  
14u . s . B ureau of  the Census , Annual Survey o f  Manufac turers : 
19 70 and 1971 ,  (Washington : Government Printing Of fice , 19 7 3) . 
9 
Manufacturing employment in South Dakota in 1970 was 7. 4 per­
cent of the civilian labor force ( 1 7 , 76 7  persons).
15 
The national 
average was 2 5 . 9  percent. Only five states had a lower percentage of 
their civilian labor force employed by the manufacturing sector than 
South Dakota . 16  
These figures indicate a low level of industrialization and 
industrial growth in South Dakota, which may partially explain the 
state's poor income position and loss of population relative to other 
states. 
Many factors s uch as poor transportation facilities, a small 
and poorly trained labor force, lack of markets, lack of raw materials, 
c...�d u..�nvailabi!ity of f��ds may be responsible for th� low level of 
industrialization. If insufficient funds is a limiting factor, it is 
within the ability of the public and private policy-makers to intro-
duce methods to increase the availability of funds. Thus , it is 
imperative to determine if a lack of funds is a constraint on indus-
trial development in South Dakota. 
Review of Literature 
In a comprehensive study of methods to finance rural economic 
development, David Dahl discussed private and public financial methods 
15u. s. Bureau of the Census , County and City Data Book, 1972, 
A Statistical Abst ract S upplement , (Washington: Government ·Printing 
Office, 1973), p. 417. 
16Two of these were North Dakota with 4. 7 and Wyoming with 6. ·4 
percent. The other three states were Mountain states. 
10 
that are currently available to finance economic development wi thin 
the Ninth Federal Reserve District . 17 Dahl reasons tha t . within the 
banking s ecto r , impediments to loan activity occur b e cause rural 
banks have small capital accounts and small to tal deposits , and thus 
are no t legally o r  economically able to forward the large loans 
. 
needed by mo de rn  farms and other bus iness firms . This dilemma is 
accented by the inability of banks to draw large amounts of funds 
into the region . Farms have alternate local sources o f  financing ,  
e . g. , the Fe deral Farm Credit System, but local non- farm bus iness 
firms do no t have alternate local so urces and are no t able to enter 
national capital and securi ty marke ts to obtain nee ded funds . His 
suggestions to increase rural banks ' lendin g ab ility include estab-
lishing mechanisms to increase rural bank access to national capital 
markets , . enco uraging grea ter utiliz ation of the Federal Reserve 
System' s s easonal borrowin g privilege , and changing the metho d of  
payment of  correspondent services from a deposit to  a fee sys tem. 
A general st udy of the forces of indus trial capital demand 
and s upply in S outh Dako ta was done by Barbara Preston in 19 7 3� 18 
Her attemp t  to q uantify the demand for indus trial capital within 
1 7David s. Dahl , "Financin g Rural Economic Development : 
Implications for the Ninth Federal Reserve Dis trict " ( unpublished 
thesis , The S tonier Graduate School of Bankin g conduc ted by The 
AIDerican Bankers Asso ciation a t  Rutgers University , June 19 74) . 
lBBarbara Preston , "Industrial Development in S outh Dako ta ,  
A study o f  the forces o f  capital demand and capital s upply" ( S tu­
dent Intern Paper , (Augus tana College , S ioux Falls , South Dako t a  
August 20 , 19 7 3) 
' 
11 
South Dako ta was h ampered because data were no t readily available for 
this task. She did locate and analyze possible p rivate and p ublic 
supply sources with the use o f  compiled statistics , s urveys , and 
interviews . She discovered that South Dakota lacks compiled statis-
tical in formation in the area o f  industrial capit al s upply and demand , 
and that there is a lack o f  communication b etween state organizations 
and agen cies in this area. She concluded tha t banks , insurance com-
panies , and o ther private sources within the st ate co uld handle any 
foreseeable demand for indust rial capital in the state . 
To an alyze the effect o f  commercial bank credit on economic 
growth in So uth Dakota , Robert w. McKellips surveyed b �nks with in 
the state to determine their attitudes toward credit e xtension and 
their credit p ol·icies and practices . 19 He grouped banks by trade 
areas and used linear re gression models to determine the relationship 
between bank p olicies and practi ces and the avera ge rate o f  change 
in per capital disposable income in each trade area . He concluded 
that conunerci al bank credit policies appear to have s ome e f fect upon 
economic growth in South Dako ta , and thus actions of an individual 
bank may in fluence e conomic development within a community . 
Peter J . Barry s urveyed the country banks of  Texas to determine 
if bank s ize measured by deposits , specialization in a gricultural 
loans ,  or b ank charter ( state , national) had significant e f fects upon 
19Robert w. McKellips , "An Economic Analysis of the E f fect o f . 
Commercial B ank Credi t on Economi c Growth in South Dako ta" ( un­
published Mas te r ' s  thesis , E conomics Dep artment , South Dako ta S tate 
Univers ity , 196 7)  • · 
12 
the s upply o f  a gricultural loans from country banks . 20 The hypo thesis 
was that the s upply o f  agricultural loans depended upon loan yield , 
risk , and liquidity.  These factors in turn were a fllllc tion o f  size , 
specialization and charter. Analysis of variance and chi s quare 
analysis were used to test the hypotheses . He concluded that varia-
tions in lending activities appeared to be associated with bank s iz e  
and t o  a lesser extent with bank type . 
Mathew Shane investigated the performance o f  Minnesota ' s banks 
by the comparison o f  size , location , and other struc tural character-
istics to indicato rs of  bank performance such as the loan to depos it 
ratio . 21 He concluded that inefficiency in bank perfo rmance and 
structure impeded op timal use of funds . iie also dis c usses the e f fects 
of finan cial constraint on rural development in o ther p ublications . 22 
Funds may be leavin g rural areas through the banking sys tem because 
of  the needs or des ires of rural bankers to hold large amounts of 
bonds fo r  liquidity and safety and to maintain positive b alances in 
20Peter J. Barry , Gregory J. Greathous e ,  and Kamol Boondiskul chok , 
County B ank Management o f  Yield, Risk and Liquidity on Agricultural 
Loans , Dep artment al In formation Report No . 74-7 , (Texas : Department o f  
Agricultural Economics , Texas ·A&M Universi ty ,  19 74 ) .  
· 
2 1Mathew Shane , Minnesota ' s Bank S truc ture , S ta f f  Paper P 7 3-19 , 
· (Department o f  Agricultural and Applied Economics ,  Un.iversi ty o f  
Minneso ta , J uly 19 7 3) .  
22Mathew Shane , Element s o f  Bankin g Per formance, Nin th Federal 
· Reserve Distri ct , S taff Paper P 7 2-18 , ( S t .  Paul : Department o f  Agri­
cultural and App lied Economics , University of Minneso ta , June 1 9 72) ; 
Finan cial Res t raint , Banking and Rural Development ,  S t a f f  Paper P 74-l ,  
January 1 ,  19 74 ; and Th e  Role o f  Capi tal and Credit Marke ts · in Re oional · Development : Problems and I ss ues , Staff Paper P 7 2-27 ,  November 19;2 . 
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urban co rres pon dent b anks . Fur thermore , rural b anks may no t have the 
ab ility to b rin g  ftmds into rural re gions , and the funds whi ch are 
availab l e  fo r l ocal lending may b e  us ed inef fi cien t ly .  Howeve r , these 
bank act ions d o  no t ne ces sari ly h inder rural in dus trial deve lopmen t . 
Shane s t a t es tha t  evidence o f  the impact o f  finan�ial marke t i�per­
fe ction on growth is di f fi cul t to ob tain . I t  may b e . th a t  o th e r  fac­
tors are res p on s ib l e  for s t a gnation o f  rura l indus t ry  in ce rtain re­
gions , an d tha t r ural banks are no t makin g in dus t rial l o an s  s imp ly 
b ecaus e there is no e f fe ctive demand fo r th em. 
Me thods tha t wo uld in crease the amo unt o f  funds in rural a reas 
were e xamine d  b y  Emanue l  Me licha r. 2 3  These me tho ds can b e separated 
into three ccte6��iez: incre�eed dcpo�its, ���e efficient use of 
bankin g resources , and incre as ed use o f  non- lo cal s o urces o f  f unds . 
He s tate� t h a t  depos i t  growth in re cen t years h as been the maj o r  an d 
a s u ffi cient s o urce o f  mo re loanab le funds , b ut i f  depo s it s  s hould 
ceas e  growin g or if l oan demand sho uld inc rease greatly ,  the b anks mus t 
b ecome more e f fi cien t  in the use o f  curren t avai lable f unds o r  vie fo r 
non-local ftmds.  Loan port fo lio divers i f i cation would in crease l iq ui­
dity and a l low an in crea se in loans . Revis ion o f  corre s pon dent s ervi ce 
p aymen t from a depo s i t  to a fee system wo uld in crease ava i l ab l e  f unds . 
Non-l ocal s o urces o f  funds in clude the national money marke t and us e  o f  
the Fe deral Re s erve ' s s e asona l bo rrowing p rivilege . 
In ano ther p ub l i ca tion Me li char emphas ized the imp o rtance o f  
2 3 Me li cha r ,  o p . ci t .  
302816 SOUTH DAKOTA STATE UNIVERSITY LIBRARY 
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the Federal Res erve ' s  seasona l bo rrowing privilege to help alleviate 
seasonal shortages o f  ftmds . 24  Melichar used weekly data on deposits 
and loans for 5 ,420 banks for the 196 8-1972 period to determine how 
many b anks would qualify and at what month (s)  of the year . He found 
that in the p lains s tates 50 percent of the memb er banks q uali fied. 
For those b anks , the mon thly qualification pattern was cyclical with 
the larges t n\ll11ber qualifying in June and the fewest quali fying in 
January. 
The Problems 
The p revious sections have introduced the following questions 
on indust rial development which are the problems that this s tudy 
will inves tiga te .  
Are indust rial firms in South Dakota hampered b y  inadequate 
financing? What is the current financial role of  the s t ate ' s com-
mercial b anks in indust rial development ? What are the attitudes o f  
the bankers towards industrial development ?  Will banks b e  able to 
meet the future demand for indust rial funds ? 
Objectives 
The general obj ectives of this study are to determine i f  finan-
cial const raints have impeded indus trial development in South Dako ta 
24Emanue l Melichar , "Rural Banks and the Federal Reserve ' s  New 
Seasonal Bo rrowin g Privile ge" (paper presented at the American 
Agricul tural Economi cs Asso ciation , The University o f  Alb erta , 
Edt00nton , Canada , August 9 ,  19 7 3) . 
15 
and to evalua te the role . o f  commercial banks in indus t rial development . 
Speci fic study obj ectives are : 
1. To des cribe the st ructure and past and future growth o f  
manufacturing an d  proces sin g  indust ries in South Dako ta . 
2 . To determine to what extent indus trial firms are hampered 
by lack o f  funds for cons truction of new facilit ies , for 
exp ans ion o f  present facil ities , and for operating expenses , 
and to de termine what is the basis o f  res t riction . 
3. To determine the p resent role of  commercial banks in 
f inancing indust rial development . 
4. To determine attitudes tha t commercial banks have towards 
indus trial development within their commu1l.ity and their 
a ttitudes and policies in financing this development . 
s� To estimate the po tential and future role o f  the com­
mercial banks in financing indus t rial development . 
Procedure 
Primary data for the s tudy were obtained us ing mail sur"'."ey 
questionnaires . One q uest ionnaire was s ent to all manufacturing and 
processin g  firms in So uth Dakota . It  requested in formation about 
location and expansion activi ties , and about financial impediment s 
and s t ructure .  Ano ther quest ionnaire , sent to all banks in the 
state ,  requested in formation about industrial development and loan 
activi ties , p ractices and at titudes . Copies o f  these quest ionnaires , 
description o f  data collection procedures , and response rates are 
in Appendix A. Other data were obtained from the Industrial 
Developmen t Expansion Agency o f  S o uth Dako ta , from pub l i shed da ta 
o f the Federal Dep os i t  Ins urance Corporat ion , and from p ub l ishe d 
call s t at ement s o f  individual b anks . 
16 
Research methods for the s t udy invo lved des c rip t ive and cate­
gor ical ana lys e s  o f  responses o f  the q uest ionna ire respondents . and 
o ther data . When applicable , chi s quare analy s is was us e d  to in­
ves t i gate whethe r  condi tions o r  a t t it udes di f fered amon g groups o f  
banks o r  firms . Avera ges we re calculated and linear t rend e s t imat ion 
procedures us in g r esponse proportions , response ave r a ges , and p ub l ished 
dat a  were us e d  to ob t ain numerical magnit udes . 
To p rep are for the analys es , Chap ter I I  brie fly describ es the 
et ructure o f  the b unkin g and m<L�ufactu�in g-process ing  indus t ries iu 
the s t at e , an d p as t  in dus t rial growth in terms o f  new firms and ex­
pansion activit ies . 
Ob j ective one was achieve d through a des c rip tive evaluat ion o f 
location factors in fl uencin g firm location in S outh Dako t a , past 
expansion a c t ivities , an d planne d  expans ion activit ie s  s t a ted b y  th e 
in dus t ri al q ues tionna i re responden ts . The resul ts are reported in 
Chap ter I I I . 
The s econd obj e c tive o f  the s t udy was achieved b y  e xaminin g 
the exis t en ce an d extent o f  re la tionships b etween cha ra c teri s t i cs o f  
firms and di f fi c ult ies ob t ainin g funds fo r investment an d opera tions . 
Chi s quare tes t s  we re us e d  t o  de t ermine if di f f i cul t ies w e re uni q ue 
to speci f i c  l o c ations o r  types o f  firms . The res ul t s  o f  this analy­
sis are presented in Chap ter IV. 
I . 
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Achievement o f  obj ec tive three entailed calculat in g and in­
spe ctin g  the ave rage percentage o f  industrial funds obtained from 
commercial b anks b y  dif ferent categories o f  firms . To examine the 
source o f  these b ank funds , the percentage o f  loans tha t are in­
dus t rial loans for dif ferent bank deposit s i zes were cal culated . 
Las tly , an e s t imation o f  the amount o f  indus t rial loans held by b anks 
in the s tate was made . The results are reported in Chap te r v .  
Obj ective four was achieved by examin in g  attitudes and pre­
ferences o f  bankers as express ed in response to s urvey ques t ions 
ab out indus t rial development , des irable type ( s )  o f  indus t ries , loan 
practices , and factors affectin g  indus trial loans . 'lbese att i tudes 
"W · re ffitalyze.d  by chi s quare t e s t a  to de termine if  s pe<..i fic gro up s  o f  
banks have di fferent attitudes than do other bank group s . The re­
sults are p resented in Chap ter VI . 
Obj e ctive five was achieve d by identi fying facto rs tha t will 
in fluence future demand for indus trial funds . Then , capabilit ies 
of banks in the s tate to  ful fill that demand were exp lored . The re­
sults are repo rted in Chapter VII .  
In Chapter VI II the s ummary and conclusions o f  the s tudy are 
present e d .  
CHAPTER I I  
DES CRIPTION OF B ANKS AND MANUFACTURING-PROCE S S ING 
PLANTS IN S OUTH DAKOTA 
To facili t a te dis c us s ion an d analysis in later chap ters , thi s  
chap ter des crib e s  some s t ruc t ural a n d  location chara c t e r is t i cs
.
o f  
banks an d man u fa c turing-proces s in g  firms in S o uth Dako t a .  Pa s t  in-
dus t rial a c t i vi t ies in terms of new firms and e xpans ion a c tivi t ie s  
are also des c r ib e d . 
Des cription of B anks 
Th e re are 15 9  commer cial banks in South Dako ta . O f  the s e  1 5 9  
b ;lnk� ,, 129 h P'Te s t ate chart e rs , C1P d 3 2  hav� n� tiona1 1.:h a. r te rs Be..., 
s ides the 32 n a t iona l  b anks , tha t  are automa ti cally memb ers o f  the 
Fede ral Res erve S y s t em ,  24 s t ate b anks are a l s o  memb e r s . Al l b anks 
in the s t ate a re ins ured by the Federal Depos i t  Ins urance Corp o ra t ion . 
South Dako ta al lows s t atewide b ranch bankin g and 42 b anks o p e ra te a 
total o f  8 1  b ranches . 1 
Most o f  the 1 5 9  b anks have les s than 10 mi llion d o l lars · in de-
pos its ,  b ut this maj o r i ty holds only 22 percent o f  the t o tal depo s i ts 
in the s t a te .  The four l ar gest b anks colle c t ively h o l d  over $800 
mi llion in dep os i ts , or 34 percen t o f  the t o t a l  depo s i t s of all b anks . 
The numb e r  o f  b anks by depo s it s ize cat e gories and t o t al dep o s its 
lChara c t e ris t i cs and conditi ons o f  the b anks a re o f  De cemb er 
31 , 19 7 3 tm le s s  o th e rwise no ted . 
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of  each category are shown in Table I I-1 . 'Ib.e table als o  shows that 
banks b e c ame l arge r  and to tal bank depos its of the state increased 
from 19 7 1  to 19 7 3 .  
Dispers ion o f  banks within the s tate i s  quite widespread . 
Table I I- 2  shows the numb er an d type o f  banks fo r the s tate and for 
each o f  the s ix pl anning and development distri cts . 2 ' Locat ion o f  
b ran ch b anks and the home o f fi ces o f these b ranches is shown in 
Tab le II- 3 .  Dis t rict II , which in clude s th e ci ty o f  S io ux Falls , 
has mo re b anks with depos i ts over $ 20 mi llion than any o the r dis t ri c t .  
The dist ri ct is also the l o ca tion o f  the home o f fi ce for 3 5  o f  the 
81 b ranch b anks . Many b anks in other p lanning and development dis-
tricts have b ranches within th e i r  mm p lan�:!.�g di� t r:!. c t . but only 
banks in the S e con d Dis t ri c t  have b ranches in all o ther dis t ric ts . 
Dist rict VI , which includes the se cond larges t city in the s t a te , 
_Rap id City , has fewer b anks than any o ther dis t rict . The dis t ri c t  
has more b ranches than main b anks . Only one is a na tional b ank , 
but ha l f o f  t he s tate banks in the dis t ri ct  are memb ers o f  the 
Federal Res e rve . 
The s even counties o f  Minnehaha , Pennin gton , B rown , Codin gton , 
Beadle , B rookin gs , and David son , where the maj or c ities o f  the s t a te 
are lo cated , are the s ource o f  app roximately 4 3  percent o f  the to ta l  
3 depos its o f  the s t a te . The banks in the s e  count ies may ac tual ly 
2
Fo r a des c rip tion o f  the six p lanning and deve lopmen t  dis­
tric ts , s ee App endix E .  
3The depo s it s o f  b ran ches a re in c l u d e d  in the c o unt y whe re 
the b ran ches a re lo ca ted , and n o t  the c ounty o f  the home o f fi ces . · 
Table II-1 : Nmnber o f  Banks and Total Deposits by Deposit Categories , 19 71  � 19 7 3  
Year* 
19 73 
19 7 2  
19 71  
. . . . . . . . 
Number o f  Banks 
Total Deposits 
( Thous and $ )  
Number o f  Banks . 
Total Deposits 
(Tho usand $ ) 
Number o f  Banks 
Total Deposits 
(Thousand $) 
. . .  
. . . 
All 
Banks 
159 
2 , 36 7 , 998  
159 
2 , 016 , 819 
15 9 
1 , 7 6 3 , 952 
· Deposit Size in Millions of Dollars 
0 - · 5 5 - 10 10 - 25 Over 25 
60 48 32 19 
206 , 32 7  32 2 , 62 3  45 7 , 798 1 , 381 , 249 
78  42  24 17 
24 7 , 385 29 1 , 037 340 , 0 70 1 , 1 38 , 32 7 
85 38 1 7  15 
2 76 , 0 75 278 !' 66 7  261 , 871 94 7 , 339 
, 
Four 
Largest Banks 
4 
80 7 , 655 
4 
6 83 , 54 3  
4 
589 , 452 
. . . . .  
Source : Annual Report o f  the Federal Deposit Insurance Corporation , (Washington , D .  C . ) , 19 71 , 19 72 , 
and 19 73. 
*December 31 , reporting date . 
N 0 
Tab le I I-2 : Lo ca tion o f  B anks in S outh Dakota by Plar. nin g and Development Dis trict , De cemb er 31 , 
19 7 3  
Plannin g Numb er Charter 
Federal 
Reserve 
Depo s i t  S ize i n  Mil lions o f  Do llars 
Dist rict of B anks National S tate Memb ers 0 - 5 5 - 10 10 - 20 Ove r 20 
I 3 1  6 , 25 9 1 4  1 0  4 
II 25 8 1 7  11  8 5 5 
III 29 3 26 8 7 12 6 
IV 36 7 29 12 20 7 5 
v 27 7 20 9 9 , 8 7 
VI 11 1 10 7 2 6 1 
To tal 159 32 127 5 6  6 0  4 8  32 
-
-
· Source : · · Annual · Report · o f · tbe · Federal Deposit · Insuranc e · Corpo rationL 19 73 , (Washington , D .  C . ) • 
. , · . . ' �.----- .�-------·---� --�-
3 
7 
4 
4 
3 
2 
19 
N 
I-' 
Table I I- 3 :  Location o f  Branches and Home Of fices b y  Planning 
and Development Dis trict , Decemb er 31 , 19 7 3  
Location o f  Home Of fice of Branches by Dis t rict 
Bran ches Number of  
By Dist rict B ranches I II III IV v VI 
I 15 9 5 1 
II 14 13 1 
III 17 7 10 
IV 9 2 1 6 
v 11 2 2 7 
VI 15 6 9 
Total 81 9 35 12 10 7 9 
Source : Derived from: 1974  Bank Directory o f  the Upper Midwest ,  
(Minneap olis : Commercial West) , 19 74. 
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( 
' � ' 
. 
' !  ; 
control o ver 5 0  percent o f  the s tate ' s  deposits b ecause they have 
b ranches in o ther count ies . This is especially true for Minnehaha 
2 3  
county , whi ch i s  the source o f  only about 15 percent o f  the state ' s  
depos its , b ut whose banks control between 30 and 40 percent o f  the 
state ' s deposi ts . 
· Des cription of Manufacturing-Processing Plants 
I f  South Dako ta is a state o f  bo th small and relatively large 
banks , the s ame is true for manufacturing and proces sin g  p lants in 
the state .  There are about 8 36 manufacturing and proces sin g  plant s 
in South Dakota . The maj ority of these , 642 , emp loy fewer than 25 
persons , 129 p lants employ 25 to 99 persons , and 65  plants employ 
100 or more persons . Yet four plants employ more than 500 persons 
and collectively employ over 5 , 000 persons , accountin g  for 30 percent 
of the total manufac turing and proces sing employment o f  the s tate . 
Two industries , the food indus try (SIC 20 ) , and the printin g  and 
publishing industry ( SIC 2 7) , historically have been the largest in 
4 
terms o f  total employment and number of p lants . 
Table I I-4 lists the numb er and s izes o f  p lants in the state 
by planning and development district , and for selected cit ies � Dis­
trict I I , whi ch includes Sioux Falls , has the greates t numb er o f  
plants that employ more than 100 persons . The S ixth Dis t rict , which 
includes Rapid City , has the second greates t numb er o f  plants .  
4u . s .  Bureau o f  the Cens us ,  Co unty Busines s P at terns - 19 72 , 
South Dakota CBP- 7 2-4 3 ,  (Washington : Government Print ing Of fice , 19 73) , 
p . 12 .  
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Table II-4 : Number o f  Industrial Plants by Location , June 1 ,  19 74 ; 
( S tandard Indus trial Classification = 0 1 8  and 019 , 10 , 
14 , 20- 39 ) 
Number Numb er of  Employees 
o f  
Location Plants 0 - 24  25  - 99  Over 100 
Planning 
District I 14 3 10 7 26 10 
I I  196 137 40 19 
III  12 8 104 13 11 
IV 130 104 18 8 
v 70 62  8 0 
VI 167 130 2 3  1 4  
Maj or 
Cities S ioux Falls 111 62 24 15 
Rapid City 15 55 9 11 
Aberdeen . 33  24 5 4 
S tate To tal 836 642 129 65 
Source : So uth Dako ta Directory of Manufac turers and P rocessors : 
1 9 74- 75 , Department o �  Economic and Tourism Development , 
Indust rial Division , (Pierre , South Dako ta ) , and o ther un- · 
p ublished data from that department . 
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The Fi fth Di s t ric t ,  in the central part of  the state , has the fewes t 
plants . 
Indus t rial expans ion has b een extens ive in S outh Dakota during 
the last 5 years . S ince 1969 , 2 20 new p lants have b een constructed . 
Nineteen o f  thes e new p lants employ more than 100 persons ,  and 4 7  
ei!lploy 2 5  t o  29 pers ons . Also , sin ce 1 9 6 9  there h ave b een 240 re-
5 
corded p lant e xpans ions . The numb er o f  new p lants and expansion 
activities for the s t ate are shown in Tab les I I-5 and I I-6 . 
Al tho ugh 2 20 new plants have begun operations s ince 19 69 , 6 5  
have also ceased  opera tions d uring this perio d ( Table I I - 7) . O f  the 
65 plants that c lose d ,  32 had begun ope rations s ince 1 9 6 9 . This is  
� mortclity ra te o f  1 4  percent for �ew p lant s . Thi� phcnorr.cncn was 
most p revalent in Di st rict V ,  where many of the p lants were lo ca ted 
on Indian rese rvations .  Dist rict I V  als o lo s t  a large numb er o f  in-
dustrial p lants , b ut most o f  the plants clos e d  in that district  h ad 
begun operations b e fore 19 6 9 .  
Forty -five p l ants are l o ca ted in conununit ies tha t  d o  no t have 
a bank o f fice . Most o f  these p lant s are newsp ap e r  firms and agri-
cultural proce s s ing p lants , an d s erve the local needs o f  the com-
munity . Al l  but 5 o f  these p lant s  employ fewer than 2 5  persons , and 
5An in ci dent o f  indus t rial expans ion may c onsi s t o f  ei ther 
capital addi tion of  10  thous and dol lars t o  mi l l ion s and / o r an em­
ployment addition o f  a couple persons to hundreds . S ome p lant s  have 
expande d mo re th an once s in ce 1 9 6 9 .  
Table I I-5 : Number and Size Category of New Indust rial 
Plants by Lo cation , 19 69 - June 19 74 
P lanning Number o f  Employees 
District To tal 0 - 24 25 - 9 9  Over 100 
I 4 9  31 15 3 
II 5 1  35 12 4 
III 2 4  15 4 5 
IV 26 19 5 2 
v 2 4 1 7  5 2 
VI 4 6  3 7  6 3 
Total 2 20 154 4 7  19 
Source : S o uth Dako ta , Depar tment o f  Economi c and Tourism 
Development , Industrial Division , ( Pierre , Sou th 
Dakota) , 1969-19 7 3 ,  and unpublished data from tha t  
department . 
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Tab le I I-6 : Numb er and Size Cate gory of Expanded P lants *  
b y  Location , 1969 - June 19 74 
Planning · Number of Employees 
District Total 0 - 24 25 - 99 Over 100 
I 46  13  11 22 
II 59 22 15 2 2  .. 
I II 2 7  14 7 6 
IV 34 1 3  10 11 
v 17 5 11 1 
VI 5 7  19  23  15 
Total 240 86 77 7 7  
Source : South Dako ta , Depar tment of  Economic and Tourism 
Development , In dust rial Divis ion , ( Pierre , South 
Dakota) , 1969-1 9 7 3 ,  and unpublished data from that 
. department . 
*The employment s ize is after expans ion , there fore , 
after expansion a firm may b e  in a larger employment s ize . 
27 
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Table I I- 7 :  Numb er o f  Closed Plants by Location and Employment S ize , 
Plannin g 
. District 
I 
I I  
I I I  
IV 
v 
VI 
Total 
. . . 
1 9 6 9 - June 19 74 
. . . . . . . 
. .  To tal 
8 
12 
7 
8 
11 
19  
6 5  
. . . . . . . . 
Numb e r  o f  Em£loxees 
0 - 24 25 - 9 9  
6 2 
9 1 
6 1 
8 0 
8 3 
15 2 
52 9 
New Firms 
· That Have 
Mortal i ty Closed 
Over 100 Rate* 1 9 6 9-19 7 4  
0 • 8% 8 
2 8% 6 
0 6% 3 
0 7% 2 
0 19% 7 
2 14% 6 
Li 10% 32 
Source : Unp ub l ishe d data , Depar tment of E conomi c and Tourism Develop­
· ment , Indus t rial Divis ion , ( Pierre , South Dako ta) . 
*B as e = N umb e r  o f  Firms in 19 69 0 
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100s t  are l o cated in the western hal f  of the state , in Dist ricts V 
and VI .  The n umbers o f  these p lants b y  size cate gory and b y  p lanning 
dist rict are shown in Table II-7.  
Tab le II-8 : N umber o f  Plants in Communities With no Banks by 
Location 
Planning Number o f  EmEloiees Pe rcent of To tal 
Dist rict . . To tal . 0 - 24 25 - 9 9  Over 100 Indus t ries* 
I 7 6 1 0 5% 
II 5 5 0 0 2% 
III 6 5 1 0 5% 
IV 7 6 1 0 5% 
v 5 5 0 0 7% 
VI 15 1 3  1 1 9 %  
Total 45 39 4 1 5 %  
Source : · · south Dako ta Director of Manufacture rs and P rocessors , 
· 19 7 - 7 5 , Dep artment of Economic and Tourism Development , 
Indus trial Division , ( Pierre , South Dakota) . 
*Base = To tal Number o f  Indus tries in 19 74.  
CHAPTER I I I  
FACTORS AFFECTING LOCATION AND EXPANS ION 
DE C I S I ONS BY FIRMS 
B e caus e  additional employment and income from the s t a te ' s manu-
facturin g  an d p r o ces s in g  industries  can originate frgm lo cation o f  
new firms i n  the s t a te o r  from expansion o f  presen t  facil i t ies , the 
economi cs of firm loca tion and expansion are paramo unt in forecastin g ,  
plannin g , and p romo tin g increased in dus t ri a l act ivi ty . Thi s  chap te r  
ident ifies e conomic factors in fluencing firms to lo cate i n  S outh 
1 
Dako ta. The chapter also analyzes past expans ion de cis ion s  and 
expansion p lans o f  firms loca ted in the s t ate . 
Lo ca tion De cis ion Factors 
The t hi rd q ue s t ion o f  the industry quest ionnaire asked fi rms 
to rank the f our mos t  impo rtant factors that were responsible fo r 
2 
location o f  thei r firm in South Dakota . Ten fac t o rs were l i s t e d  in . 
the q ues t ion an d s pace was p rovided to list addit i onal facto rs . The s e 
location fa c to r s are factors responsible for firm lo cation in So uth 
!
Al tho ugh most  p lants in the s t ate are home o f fi ce fi rms w i th 
no b ranch ope rations , there are approximately 5 0  b ranch p lant s in the 
s tate .  The t erm firm is us ed in the text fo r bo th type s  o f  operations . 
2
Les s than a thi rd o f  the res pondents answered the s econd p art 
of the q ues t i on ;  rank the fo ur mo s t  important fac to rs tha t were re­
spons ib le fo r the l o ca tion o f  your firm at the pre s ent s it e in South 
Dako ta . For t he mos t  par t ,  thes e  firms that  did answer the s econd 
part o f the q ues t ion responded with the same answer tha t they gave fo r 
the firs t p ar t . 
· 
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Dakota , b ut are no t necessarily the most important fac tors considered 
by firms when choosing a location . 
Importance o f  each factor was evaluated according to the rating 
of importance given that factor by a firm and by the number of firms 
3 
that indicated i t  was a factor .  A rank of 1 ,  the most important , was 
. 
given a s core o f  four . Other factors were scored accordin gly , down 
to a rank o f  4 ,  which was given a score o f  one . I f  a firm did no t 
rank a facto r as one o f  the top four facto rs , that fac tor was given a 
score o f  zero . Then , scores given ea ch factor by the firms were sum-
med to derive the importance o f  that factor in influencing firm loca-
tion in South Dako t a .  
' Histo ri cal Changes in Lo ca tion Factors 
Table I I I-1 shows factors responsible for lo cation of firms in 
South Dakota during various time periods . The finns are separated 
into four t ime periods : b efore 194 8 ,  1949 to 196 3 ,  1964 to 19 6 8 , and 
1969 to 19 74 . For all fo ur perio ds the most important location factor 
was that the city was the home community of the owner .  Other important 
location factors for the earlier established firms were closenes s  to 
raw materials and closeness to ·markets . These factors continued to 
3some of the respondents checked only important factors rather 
than ratin g  the four important factors . Thes e res ponses were no t used 
in the analys is although their responses followed the pattern of the 
firms that did rate the factors . Firms that ra ted only the impor tant 
one , two ,  o r three fac to rs ra ther than the four factors were us ed in 
the evaluation and their responses were rated with the same wei ght 
given the o ther firms , i. e . , the most important factor was s t ill given 
a s core o f fo ur. 
J 
Table III-1 : Evaluation* of  Factors Affe cting the Location o f  
Indus trial Firms in South Dako ta , b y  Time Period 
Rating by Year o f  Est ab lishment 
3 2  
Reason for 
iLocation be fore 1 94 8  1949 19 6 3  1964 - 1 96 8  1969 - 1 9 74 
Close to market 
Close to raw 
materials 
Good trans­
portation 
Abundant labor 
Low labor cos t  
Low power cos t 
Local fun ds were 
available 
Favorable t ax 
policy 
llome community 
of owner 
Quality of life 
Other 
79 64 
105 55 
4 3  23 
46 33 
2 7  18 
10 0 
42 20 
2 2  15 
126 89 
74 36 
1 3  4 
1 6  4 4  
8 32 
6 31 
10 38 
16 20  
5 3 
1 7  21 
6 2 4  
34 62 
18 30 
8 2 3  
*Each firm chose the four most important lo cation fac to rs , by 
priority order , from the factors listed.  A score o f 4 was given to 
a factor given firs t  p riori ty , a s core of 3 to a factor given s e cond 
priority , e t c .  I f  a factor was no t one o f  the four factors for a 
firm it was given a s core o f  zero for that p lant . Evalua tion o f  
each fac tor was then ob tained by s umming the scores given tha t fac­
tor by each firm. The higher the s co re the more import ant the factor 
Was in af fe cting location .  
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influen ce loca tion decisions o f  mo re recent established firms but abun­
dant labor and low labor cos ts became mo re impo rt ant facto rs than for 
earlier es tablished firms . Quality o f life was a lso an important facto r 
fo r mo s t  t ime p eriods . 
Location Fac to rs In fluencin g  P re s en t  P lant Location 
I t  is p robable  tha t the same fac tors respons ib le fo r location 
of firms in So uth Dako ta in the recent past , say since 19 6 9 , will have 
an important in fluence on the de cis ions o f  fi nns cons idering whe ther 
to locate in So uth Dakota in the ne·ar fut ure . Hence , rankin gs o f  lo ca­
t ion facto rs b y  the 3 8  o f  the 1 8 8 operatin g  firms ( 20 p e rcen t )  that 
locate d  in S o uth Dako ta s in ce 1 9 6 9  were i dent i fi e d  and eva l uated . For 
analys is , the:se finns �·i e .i:-e separa ted accor <liug to the fo llow in g f i rm 
and commun i ty characteris tics : emp loyment s ize , city pop ulation , loca­
tion (by p lannin g and developmen t dist rict) , lo cation o f  home o f fi ce 
and type o f  in d us try . 
Res ults o f  this analys i s  are presente d in Table I I I-2 . Th e 
roost important facto r  for location in the state was tha t  the city was 
the home c ommuni ty o f  the owner. The s econd , third , an d  fo urth most 
important fac to.rs were c l oseness  to marke ts , ab undant l ab o r  s upply , 
an d clos eness t o  raw materials . The leas t  impor tant factor  was low 
power cost . 
Emp loyment S i z e  
For fi rms th at  employ f ewe r than 2 5  p ersons , the toos t  importan� 
factor for lo cation in the s t ate wa s tha t  the ci ty was the home 
34 
community o f  the owner . Other important factors were closeness to mar­
kets and good t ransportation facilities . For firms tha t employ 25 
to 9 9  persons the most important factor was abundant labor.  Other 
important facto rs were closeness _ to raw materials , favorable tax po l­
icies , and that the city was the home community of the owner. Firms 
that employ over 100 persons indicated that closenes s to markets was 
of p rime importance followed by abundant labor and favorable tax pol­
icies . The importance o f  the o ther facto rs for each employment s ize 
is listed in Table I II-2 . 
Unlike small firms ( under 25 employees) tha t  origina te in the 
home community o f  the owner , large firms may consider more fac tors 
before choosing a plant location . Larger firms have the grea test  
need for l abor , and an abundant labor supply is important in selecting 
a location . Larger firms also have a large capital outlay in b uild­
ings and equipment , and favorable tax poli cies b ecome a fac tor . 
City Po.Pulation 
Factors responsib le for firms locating in cities under 1 , 000 
population were home community of owner, low labor cost s , and q uality 
of life. In cities with pop ulation between 1 , 000 and 2 , 500 , fac tors 
that were imp ortant were closeness to raw materials , home community 
of owner ,  and availability o f  local funds . In cities of 2 , 500 to 
10 , 000 popula tion , importc.·.1t factors were home connnunity of owner ,  
quality o f  l i fe , and good transportation. In cities with pop ulation 
over 10 , 000 ,  factors o f  importance were closeness to markets , abundant 
labor s upp ly , and home community of  owner ,  (Table I I I-2) . 
Table II I-2 : Evaluation* of F3c tors Af fec ting Location o f  Indust rial Fir;1S in South Dakota S ince 1969 
Employment Size Pla.,ning Dis t rict City Size 
Reason fo r 
Location To tal 
Under 
2 5  25-100 
Over 
100 I II I I I  IV V V:. 
Unde r 1 , 000-
1 , 000 2 , 500 
2 , 500- Ove r 
10 , 000 10 , 000 
Close to 
t:.'.lrkets 
Close to R.:iw 
::-.a t e  ri als 
Good Trculs­
portation 
Abundant Labor 
LO'w Lab o r  
cos t 
Low Power 
c o s t  
Local Funds itere 
ava ilab le 
Favorable Tax 
pol icy 
Hone Co=t::i.ity 
of O".IUe r  
Quality o f  
l i fe 
Other 
44 
32 
31 
38 
20 
' 
, . . 
3 
2 1  
2 4  
62 
30 
2 3  
34 
2 2  
2 5  
22 
1 3  
3 
15 
11 
54 
20 
1 3 
3 
8 
4 
10 
4 
0 
6 
8 
8 
6 
4 
7 
12 
2 
6 
3 
0 
0 
7 18 
8 4 
0 14 
13 7 
5 6 
2 1 
3 3 
6 0 7 b 
4 2 0 14 
6 5 0 6 
8 9 0 l 
0 7 0 J 
0 0 0 0 
7 8 0 0 
5 . 4 3 6 11 0 l) 
0 5 27 12 16 0 2 
4 
7 
5 16 
2 9 
6 l 0 2 
0 2 0 10 
7 
4 
4 
4 
8 
2 
0 
2 
16 
8 
6 
*For an explanation of the meaning of ratings , see the footnote to Table III-1 . 
* *A description of the types o f  firms in each SIC is given in Appendix Tab le E-3. 
--
2 5 30 
12 4 12 
6 6 15 
5 2 27 
5 3 4 
0 0 1 
9 0 12 
7 1 14 
1 1 12 2 3  
3 7 12 
0 4 1 3  
Home 
Offi ce 
S t andard Indus trial 
Cl assi fication { S IC) * *  
Outside 14,  2 3 , 
20 27 31 S. D .  32 
20 
16 
8 
2 1  
1 1  
l 
4 
1 7  
0 
5 
6 , 
8 11 5 3 
8 14 0 0 
2 12 0 l 
3 
0 
1 
0 
0 
9 
5 
2 
5 3 6 
3 0 2 
0 0 0 
3 7 0 
2 0 4 
5 8 4 
1 5 1 
4 2 4 
24 , 
28 , 30 
14 
10 
12 
8 
0 
3 
l 
8 
5 
5 
l 
34-
39 
4 
0 
0 
20 
7 
2 
4 
1 7  
2� 
13 
6 
w ­
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Firms locate in all ci ty s izes b ecaus e the city is the home 
community o f  the owner .  Addi tionally , low l abo r cos t  i s  a fac to r in 
the smal les t  s i z e  o f  c ity an d ab undant labor is a factor in th e lar-
gest ci ty s i ze . Closenes s to raw materials is a factor fo r the 
smaller s i ze d  c i t y  an d c loseness to marke ts is a factor fo r the lar-
ger s ized c ity . Firms tha t located in cities o f  1 , 000 to 2., 5 00 also 
indicate d that availab ility of lo cal funds was a factor fo r location . 
Tilese ci t ies may b e  a c tive ly s t riving to evo lve from a s olely a gri-
cultural s e rvi c e  center to a divers i fied employment mix , and are 
providin g f unds to aid this development . 
· p1annin g · an d Development Dis t rict 
'rhc iuo s t:  h po ;.: tant fac to r fv r firm lvcation i11 P l a  nii,,g and 
Development Dis trict  I was alnmdant labor s upply . In Di s t ri c t s  I I , 
II I ,  and
· 
IV the mos t  important fa ctor was tha t  the c ommunity was the 
home of the owner .  In Dist ri ct  V the only fac tor o f  impo r tance was 
closenes s  to raw materials . Other important factors for the d i s-
tricts were closeness to markets in Dis trict  I I , abundant labor force 
in Dist ri ct I II , and favorable tax policies in Distri c t  IV, (Tab le 
II I-2) . 
The dis t ri cts in the eastern half o f  the s ta te s eem to b e  
chosen for firm location because the owners are living i n  the city , 
because the.re i s  an ab undant labor s upply , and because marke ts are 
close.  Firms lo cate in the wes tern half o f  the state b ecaus e  raw 
tnaterials are available an d markets are close by . 
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Location o f  H o me Of fice 
For thos e  firms who s e  home o f fice is  located outs ide the s tate , 
impor tant fac to rs for lo ca t ion were ab undant labor s upply , c loseness  
to  marke ts , a n d  f avorable tax polic ies . Unimpor tant factors were low 
powe r cos t s  and availabil i ty o f  local funds ,  (Tab l e  I I I-2 ) .  
Type o f  Pro duction ( Accord ing to SIC) 4 
O f  the f i rms res pon din g ,  those producing sand and gravel 
(SIC = 14) ,  and s tone and cement ( S I C = 32 ) ,  l o cated in S ou th Dakota 
becaus e the c i ty was the home communi ty o f  the owne r ,  and b ecaus e 
market s  and r aw ma terials were c los e . Foo d  p ro ces s in g  firms ( S I C  = 
20) , located in S o uth Dako t a  b e caus e raw materials and -marke ts  were 
close �ud b e caun e o f  good trn;in portn tion . Print ing and p ub l i shing 
firms ( S I C = 2 7 ) , l o cated in South Dako ta b e ca us e the c i ty of loca-
tion was · the home commun i t y  of the owner ,  b ecause l o ca l  funds were 
available , and markets were c l os e .  Cl othing ( S I C = 2 8 ) , and rub b er 
( S I C  =30) , f i rms l o ca ted in S o u th Dako t a  b e caus e markets we r e  c l os e , 
good tran s por ta t i on was available , and raw materials were close . 
Machine and o ther miscel l aneous firms ( S I C = 3 4  to 39) , lo ca ted 
in S outh Dako ta b ecause the ci ty wa s the home commun i t y  of th e owner , 
abundant l ab o r was avai lab le , and quali ty o f  l i fe was good , (Tab l e  
III-2) . 
4n1e S t andard Indus t rial Cl as s i f i ca t ion is used t o  s eparate the 
firms by type o f  p ro d uc t . The c l a s s i f i c a t ion of firms a c c o r ding to two 
and three digi t  d ivis ions is shown in Append i x  E .  
• , '  
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· Expans ion Decision Factors 
Reasons Fi rms d i d  not Expand 
Quest i on 8 o f  the industry ques tionnaire asked firms that did 
not expand within the last five years to check the reason or �easons 
that no e xpans ion o ccurred .  Five reasons were l is ted and s pace was 
provided to wri te non-lis ted reasons . The numb er of  respons es for 
each reason , s eparated by employment size of the respondent firms is 
shown in Tab l e  III- 3 .  
Tab le III- 3 :  Reasons Firms did no t Expand During 19 6 9  to 1974* 
Humb er of  Res�ons e8 
Employment Size 
Reason 0 - 24 25 - 9 9  Over 100 Tota l 
Satis fied with 
presen t  s ize 38 2 4 44 
Shortage o f  l abor 6 1 0 7 
Shortage of  raw 
materia ls 7 2 2 11 
Lack of  market for 
more product ion 19 2 1 2 2  
Unavailab ility o f  
financin g 12 1 1 14 
Others 8 1 1 10 
*A few firms checked more than one reason . 
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The mo s t c it e d  reason for non-exp ansion was s a t i s f a c t ion w i th 
present s i ze . TI1 is reason for a non- e xpans ion decis ion can b e  clas­
sif ie d  as b ein g interna l to the firm ,  while the o ther reasons are 
external cons t r aint s upon potential expans ion . Lack o f  marke ts for 
increas ed pro d uc tion , and unavailab i lity of finan cing were the f i rs t  
and s e cond mo s t  c i t e d  e xterna l cons traints .  Shor tage o f  raw materials 
and shortage of l ab o r  were the third and fourth most ci t e d reasons . 
Under the c a t e gory o ther reasons , the mos t  common reason expansion 
d i d  no t o ccur was tha t  the f irm had expanded j us t  b e fore the five ­
year period . 
More f i rms tha t emp loy fewer than 2 5  persons than the l ar ger 
firms s ta te d that e xpan s i on did no t o ccur b ecaus e of s a ti s f a c t ion 
wi th pres en t s ize . Con trary to no rmal expectat ion , sho rtage o f  labo r  
was a reas on given b y  more small firms than large firms . Lack o f  
markets fo r mor e  p roduc t ion a lso wa s mor e  o f  a p rob lem for the small 
plants than the large p lants . Sho rtage of raw materi a l s  a f fe cted the 
lar ge plan ts as well a s  the small p lant s . Unavailab ili ty of f inancing 
was a cons t rain t  for 1 2  firms th at employ fewer than 25  pe rsons , for 
one plant tha t emp l oys 2 5  to 9 9 persons , and for one f i rm that emp loys 
more than 9 9  p e rsons . The s ub j e c t  o f  financin g  as a res t raint will 
be dis cus s ed in d e tail in t h e  next chapte r .  
Future Expans ion P l ans 
Ques t ions 9 ,  1 0 ,  and 1 1  o f  the indus t ry q uest ionnaire aske d 
f i rms i f  th ey h ave p lans f or expan s ion wi thin the next f ive years , 
Population o f  the c i ty whe re expans ion wil l  o c cur , and i f  e xpans ion 
• , !  
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will b e  in the p resen t  communi ty and in  South Dakota . 
Plans fo r e xpans ion b y  firm employment s i ze and b y  city popu-
lat ion are shown in Tab le I I I-4 . A l arger percenta ge o f  the la r ge 
firms than o f  the small f i rms p lan to expand with in the next five years . 
The maj or i ty o f  f irms that employ more than 100 pers ons p lan to ex-
pand in c i ties o ver 10 , 00 0  p opulation . The maj o ri ty � o f firms th at 
fall with in the employmen t ran ges 25 to 9 9 , and fewer than 2 5  p lan 
to expand e i th e r  in cities over 10 , 000 populat ion or in citie s  under 
1 , 000 popul ation .  
Table I I I-4 : Plans  for Expans ion in the Next Five Years , by 
Fi rm S i z e  an d City S iz e  
Numb er o f  Fi rms 
Population o f  City in Which 
Expans ion Wil l O c c ur * 
Emp loyme n t  ExEans ion P lans Un der 1 , 000- 2 , 5 0 0- Over 
S i ze No Yes 1 , 000 2 , 4 0 0  9 , 9 9 9  10 , 00 0  
Under 2 5  6 2  105 45 1 7  6 3 7  
25 - 9 9  7 40 12 1 3 2 1  
Ove r 100 5 25  2 5 1 14 
Total 7 4  1 70 59  2 3  10 7 2  
*Fi fteen o f  the firms tha t  plan t o  expand wil l no t expand in 
the city whe re t hey are p resently locate d .  Of thes e ,  11 p lan to 
exp an d in S o uth Dako ta . Twelve o f  the f i rms did no t in di cate the 
population o f  the city in which they plan to expand . 
" '  
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Fif teen o f  the firms that have expans ion p lans will not expand 
in the city in which they are presently loca ted . Of  the 15 , eleven 
still plan to expand in South Dakota.  Oppor tunity to p urchase exis ting 
plants and facilit ies , des ire to dispers e operations , and labor 
shortages were the main reasons ci ted by f irms for plans to expand 
in o ther c i ties . 
S ummary 
Histori cally , industrial firms have located in S outh Dakota 
because the city of  location was the home community o f  the owners ,  
and because raw materials and markets were clos e.  Although these 
location factors continued to be important factors in the location of 
firms in the s tate in the las t  five years , abundant labor and favor­
able tax polic ies have also become important , espe cially for those 
firms whos e h ome o f fice is located outside the state . 
Most firms th at did no t expand during the las t five years 
indicate that they are happy with their present s i ze .  Lack o f  mar­
kets for more p roduction and unavailability o f  financin g  were a lso 
important reasons some firms were not able to expand . 
Tite maj ori ty of the respondent firms plan to expand their 
facilities in the next five years . Most of these expans ion activi­
ties will o ccur in those cit ies over 10 , 000 popula tion and under 
1 , 000 pop ul at ion . 
CHAPTER IV 
FINANCIAL RESTRI CTIONS TO INDUSTRIAL DEVELOPMENT 
S ince a discuss ion o f  methods to increase the current s upp ly 
of funds for industrial development is meaningles s unless an economic 
demand for these funds exis ts , the purpose of the forthcomin g analy-
sis is two- f ol d .  First , to determine if  there is an unmet demand 
for funds for indus trial expans ion and /or production , and i f  so , 
to determine the magni tude of the unmet demand . Second , i f  there is 
unmet deman d ,  to evaluate fac tors associated with the p roblem. S e-
quential presentation o f  the chap ter follows these two goals . 
The Extent o f  Financial Restriction 
Quest ion 14 ( a) of the indust ry questionnaire asked if a short-
1 age o f  ftmds had restricted the s ize o f  the present p lant . A· pos-
s ible yes or no response was provided . Of the 260 ques tionnaire 
respondents , 2 36 answered the quest ion ; 42 res ponded yes and 194 
responded no .  When responses of those firms with plant s  const ructed 
s ince 1969 are isolated from all respondents , the question essentially 
determines i f  const ruction o f  'new plants has been hindered b ecause 
1
ori ginally , the questionnaire was to be s ent to new firms so 
the question had read : Has a shortage of funds res t ricted size o f  
initial p lant?  When i t  was decided t o  send the quest ionnaire t o  all 
o f the firms in S o uth Dako ta , the question was changed to the present 
form. I t was valueless to ask a firm that built 50 years a go if size 
of the initi�l p lant was rest ricted . · , · 
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o f  inadeq ua t e  f inancin g. Fi fty-s even new firms answered the ques tion­
naire ; 5 4  answe re d  q ues t ion 14 . Twenty of th ese firms answered yes 
and 34 answered no . Thus , 3 7  per cen t o f  the new firms tha t  responded 
indi ca ted that a s hortage o f  funds res t ricted the s iz e  of their p re­
sent plan t . 
Ques t ion 14 ( b )  o f the industry q uestionnaire aske d i f  a short­
age of funds had res t ricted exp ansion of  p lant s ize . O f  the 260 
ques t i onnaire respondents , 22 7 answered the q ues tion ; 5 4  responded 
yes and 1 7 3 r esp onded no . Thus , 2 4  per cent o f  the f irms th at re­
sponded indi ca ted tha t a sho rta ge o f  funds res tricted e xp ans i on 
activi t i es .  
Question 1 5  c f  the indus try ques t ionnaire sked i f  p:rnduc -· ion 
has b een limi t e d  b ecaus e of lack o f  operatin g  funds . Of  the 2 60 
ques t ionn aire respondent s , 250 answered the q ues tion ; 52 answere d 
.Yes an d 198 answe red no . Thus ,  21 per cent o f  the fi rms tha t respon ded 
indicated that a s hor ta ge of funds rest ricted output of their p lant . 
Many f i rms answere d yes to two or all  th ree o f the above 
q ues t ions an d t h us indi cated that they had p rob lems oh t ainin g funds 
for more than one a ctivity .  In to tal , 6 7  dif ferent firms , 2 6  p er­
cent of tho s e  respon din g ,  indicated that they had problems ob taining 
funds for one or more uses . Dat a neces s ary to estimate the amounts o f  
fun ds that  thes e firms des i re d  b ut were unab l e  to ob t ain are no t avail­
able . However ,  f tm.d ing d i f ficul ties p reven ted 14 firms from any ex­
pans ion ac tivi ties a t  all . An d ,  p roblems fo r the other fi rms , while po t 
th is severe , s t i l l  may have b een s ubs tantial . 
" '  
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· Factors As so ciated with Financial Restrictions 
Certain characteristics o f  firms or their loca tions may be as-
sociated with financin g  problems . Discovery of thes e  chara cteris tics 
or location factors will he lp determine what types of firms or loca-
tions are experiencin g di fficulties ob tainin g funds . This knowledge 
will narrow the s earch for causes of the problems . Also , identi fi-
cation of areas of inadequate financin g  will facilit ate desi gn and 
implementation o f  p rograms to correct the financin g  p roblem even i f  
its causes are no t determined .  
Th e  followin g  factors were evaluated to determine i f  they are 
associated with the problem of inadequate financing : employment s ize 
of the firm, p opulation of the city where the fi� is located , loca-
tion within the s tate , longevity of the firm, and whe ther the firm is 
a branch ( s ub s id iary) or home firm. Hypotheses with respec t  to the 
effect o f  each o f  these factors on financing and the methods used in 
their evaluation are outlined below .
2 
Employment S i ze 
The emp loymen t s ize o f  a firm is an approximate measure o f  
its size . A firm with a large· employment normally has a d i f ferent 
internal s t ruct ure than a smaller firm. The large firm may not be 
2Three o ther factoi a  ori ginally cons idered to b e  important 
were : type o f  p roduc t (by SIC) , change in output d uring the last 
five years , and annual sales or output . Dif ficul ties with grouping 
firms within - these three factors prevented any conclus ive ana lysis ,  
although preliminary res ults showed that these facto rs were p robably 
not signi ficant . 
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wholly dep en d en t  upon a s ingle manager , but usually has personne l 
tha t s peciali z e in s pecific man a gemen t t asks , i . e . , personne l  mana ger , 
finan cial manage r ,  p ro duc t ion mana ger . In contras t , the small firm 
us ually has one manager , o ften the owner , and all operations a re 
to tally depen den t  up on his managerial experien ce and ab ility • . Th is 
depen den cy o f ten const it utes a risk f o r  pot ential l enders . The sma l l  
f i rm  may als o have a re lat ively low eq ui ty leve l .  Th i s  low equity 
base coupled w i th low mana ge rial expe r tise may hinder at t emp ts by th e 
manager to s eek non-local so urces � f  funds . 
In the analysis whi ch follows , each firm was p laced into on e 
of three employmen t s izes : l )  0-24 emp loyee s ,  2 )  2 5-9 9 emp loyees , 
and 3) 1 0 0  o r  more employees . 3 Al tho ugh in gene ral the c& te: g,0 ·,;:it:s 
are a go od mea s ure of the sma ll , medium, and large firms in South 
Dakota , �he category of 0-24 emp loyees is s omewha t  mis lead in g .  Most  
fi rms in this emp loyment gr o up emp loy fewer -th�� t en ·  p ers on s and at 
leas t  1 6 8  emp loy fewer than three ( s ee Appendix E) . Thus when this 
employment s iz e i s d i s c us s ed , i t mus t be rememb e red tha t  mo s t  o f  the 
firms actually emp loy fewer than ten p e rsons . 
Cit p _ Y opula ti on 
Many f i rms , especi a l ly s mall firms , are dependent upon loca l 
sources o f  financin g ,  the r e fore , the s i z e o f  the city where the firm 
3
niese d ivis ions are use d  in the S o uth Dako ta Manufa c t urers 
and Processin D i recto r  19 7 4- 1 9 75 , Ind us t rial Divi s ion , Dep ar tmen t of 
Economic an d To urism Deve lopmen t ,  ( Pierre , South Dako ta ) . 
. . .  
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is located may b e  an impor tant determinant of the amount of f unds that 
is available . The s ize of city also affects the operation environ­
ment and costs o f  a firm. Labor supp ly ,  water s upply , fire and p olice 
protection , as well as other servi ces are dependent upon city pop u­
lation . I f  a p rospective lender does no t think that the size o f  the 
city is conducive to operations of the firm, he may no t be willing to 
loan investment o r  opera tin g capital . 
City p opul ation s izes used in the analys is were : 1) under 
1 , 000 ; 2) 1 , 001- 2 , 50 0 ; J) 2 , 501-lG , OOO ; 4) over 10 , 000 . A city p opu­
lation of 1 , 000 was considered the minimum necessary for many city 
services to be available.  A city o f  2 , 500 population was used as the 
next divis ion b ecause it is the divis ion line no rmally us ed to separ­
ate rural and urban communities . A 10 , 000 city popul ation was used as 
the last division line b ecause it allowed approximately equal numbers 
of cities to be lo cated in the upper two categories . 
Location 
Location in an area o f  high savings may facilitate the us e  o f  
local ftm ds f o r  inves tment . Location may also be cons idered important 
by prospective lenders b ecause it affects the viab ility o f  a firm. 
Raw materials , s ervices , and transportation facilities tend to be  
located in particular geo graphic areas of  the state . 
The s ix p lannin g aud development dist ricts were us ed to divi de 
the state into firm location re gions . These districts were originally 
derived by group ing contiguous counties with similar e conomic 
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features and are thus app rop ri a te for the analys is .
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Ag,e o f  Firm 
The l on gevi ty o f  a firm may in dicate bonds with the c ommuni ty 
in wh i ch it i s  l o cat e d .  B e caus e  o f  lon g s t andin g credit re lation-
ships and rep ayment h is t o ry ,  a f i rm tha t  has b een estab l ished in a 
conunt.m i t y  f o r  many y ears wo uld no t b e  expected to have as much dif-
ficulty obt ain in g f unds as wo uld a new firm .  An ol der f i rm may a ls o  
have a b etter f inan cial s t a tement than a youn ger firm . 
Fo r an a lys i s , firms were c las s i fied a c cordin g  to the fo llowin g 
es t ab l ishment p e rio d s : 1) to 194 8 ,  2) 19 4 9  to 1 9 6 3 ,  3) 1 9 6 3  to 1 9 6 4 , 
4 )  19 6 9  to 1 9 7 4 .  Th is rep resents 5 -year , 10-year , and .2 5 -y ea r  d ivi-
s ion s . 
B ran ch Fi rm 
I f  a fi rm i s  a s ub si d i ary o r  a branch p lant , o u t s i de s ou rces 
of f unds may be availab le . Even i f  the firm (or p lant )  i s  smal l , as . 
p ar t  o f  a l ar ge r  o pera t ion i t  is ab le to draw upon resources and 
ab ilities o f  the whol e  o rgan i zation . 
For analy s i s  f i rms were clas s i fied as e ither : 1 )  b r anch o r  
s ub si di ary f i rms , o r  2 )  home o f f i ce firms .  
4The p lann in g an d d eve lopmen t dis t r i c t s  were des i gn at e d  by 
the S outh Dako t a  S t ate P l annin g  B urea u w i th as s i s t an c e  an d r e com­
men da tions f ro m Rob e r t  J .  An t on i de s , E c onomi cs Dep artmen t , S o u th 
Dako t a  S ta t e Un ive r s ity , an d The Depar tment o f  B us in e s s  an d Res earch 
at the Univers i ty o f  S o uth Dako t a .  ' t � 
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Impor tance of the Factors 
With minor exceptions each o f  the facto rs outlined above were 
tes ted fo r as s o ciation with di f fi cult ies in ob t ainin g  funds for new 
plants , e xpansi on , and opera tions .  To test in dep endence b etween 
levels of a factor and dif ficul ties obt ainin g f inancial f unds ,
. 
a chi 
s quare t e s t  o f  in depen den ce was us e d .  The null hypo thes is in each 
tes t  was that th ere was no relationship between s pe c i f i c leve ls  o f  
the factors an d d i f ficulties in s ecurin g f un d s ; i . e . , independence . 
The alte rna tive h ypothesis was tha t  there wa s a relation ship b e tween 
levels of the f a c to rs an d d i f ficulties in s e curin g  f unds ; i . e . , 
dependen ce .  Rej e c tion o f  the null hypothesis imp lie d a c cep tance o f  
the a ternative hyp0tl-i e s t '3 ,, b 1 t  fail ure t o  rej e ct the null hj�po th e s is 
did not imp ly acceptance o f  th e n ull hyp o the s is . The n ul l  hypo thesi s 
was te s te d a t  the . OS level o f  s i gnifi cance .  Results o f  the s t atis­
tical tests are s ummari z ed in T ables IV-1 to IV- 3 .  The data fo r the 
facto rs fo un d to be s i gni fican t  at the . 0 5 leve l are in App en dix B .  
New Firms 
The fac to r found to have a s igni ficant in flu�nce upon the ab il-
ity of new firms to  obt ain funds is whether the fi rm is a b ranch or 
home firm ( Tab le IV- 1) . Ve ry few of the b ranch or sub s i d ia ry firms 
indica ted p rob lems obt ainin g funds • 
.§,epans ion 
The s t a tis t ical tes t  for the emp loymen t factor was s i gn i fican� 
for thos e firms tha t had d i f fi culties ob tainin g funds for e xpans ion 
ll 
Table IV-1 : Factors As sociated with Di f ficulties in Financin g  
New Firms ( 1969-19 74)  
2 
Degrees of  S amp le Level o f  x 
. Factor Value Freedom S ize S igni ficance 
Employment Size 1 . 2 4*  2 54 . s 4ns 
City 
. o7
ns Population 1 . 05* 3 54 
Plannin g 
District 6 . 29 * 5 54 . 2 a
ns 
Branch or 
Home Plant 6 . 80 1 54 . 01
8 
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s = s ignificant at . OS leve l ,  the data for s i gni fi cant fac tors 
are in Appendix B .  
ns = no t s i gni fi can t  a t  . 05 level.  
*The expected frequency for some cells is less than 5 ,  the 
minimum �s ual ly endors ed . 
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(Table IV- 2) . Of  the 5 4  firms that expressed dif ficulties in ob t aining 
funds for exp ansion , only nine employed more than 2 5  persons . Because 
a small percentage of the two larger employment categories of firms 
had d i f fi cul ties in obtainin g  funds for expans ion , no dependable 
pattern could b e  found us ing these employment s izes . Hen ce , the two 
larger employment categories were removed from the data when the 
other factors were tested. The factor that appears to influence the 
ability to obt ain expans ion ftmds for firms with emp loyment o f  fewer 
than 25 pe rson s  is whether the fin.ns are branch or home o ffice firms . 
Branch and s ubsidiary firms do no t experience as many problems in 
obt aining fun ds as do hone firms . 
Qperation 
The emp loyment factor was s i gnificant for those firms indi­
catin g tha t a shortage of funds restricted output . Again , be cause 
only ei ght o f  the firms that indicated problems employ more than 25  
persons , only the firms that employ fewer than 25  persons were used 
to test the o ther factors . The facto rs fotmd to affect a small firm' s 
ability to obtain funds for operation are lon gevi ty o f  the fi rm and 
whether the firm is a b ranch or home firm. The smaller firms have 
difficulties ob taining funds and the younger of these firms exper­
ience the most p roblems . Once again , branch and s ub s idiary firms do 
not experience the diffict · lties obtaining funds tha t  home firms ex­
perience (Table IV- 3) . 
• ' 1 '  
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Table IV-2 : Factors As sociated with Dif ficulties in Financing 
Expansion 
x
2 Degrees of  S amp le Level o f  
. Factor . . Value Freedom Size Signi ficance 
Employment S i ze 9 . 9 4  2 2 28 . 018 
City 
Population 
(Employment 
\Dlder 25) 3. 17 3 151 . 3 7ns 
Planning 
District 
(Employment 
. 39n
s 
\Dlder 25)  5 . 2 2* 5 151 
Longevity 
of Plant 
(Employment 
under 2 5) 7 . 6 4  3 14 7 . o6
ns 
Branch or 
Home Plant 
(Employtnent 
. 0 38 under 25) 4 . 87 1 14 7 
8 a s i gnificant at . o s  level,  the data for significant factors 
are in Appendix B .  
ns a no t s igni ficant a t  . 05 level . 
*The expected frequency for some cells is less than 5 .  
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Table IV- 3 :  Fa ctors As sociated wi th Dif ficulties in Financin g 
Operation Cost s 
2 
Degrees of  Sample Level o f  x 
Factor Value Freedom Size S ignificance 
Employment Size 9 . 9 2  2 248 . 02
8 
City 
Population 
(Employment 
under 25)  2 . 38 3 169 . sons 
Plannin g 
Dist rict 
(Employment 
. 4 lns under 25)  5 . 0 6* 5 169 
Lon gevity 
of Plan t  
(Employment 
. 01s under 25) 12 . 69'/c 3 165 
Branch o r  
Home Plant 
(Employment 
.Ols under 25) 6 . 10 1 165 
s • s i gnificant a t  . 05 level , the data for si gnificant fac tors 
are in Appendix B 
ns • no t s i gnificant at . O S  level . 
*The expected frequency for some cells is les s than s . 
• '  
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Reasons Given for Dif ficulties 
Ins uf ficient equi ty was the 100st common reason given to firms 
by prospective lenders for inabi lity to fill requests for funds . 
'Ibis is shown in Table IV-4 . The table also shows that the next 
cited reason was lack o f  interest in promoting that type o f  industry . 
Low p robability o f  the firm' s succes s and prior commitment o f  loan 
funds were less cited reasons . 
Table IV-4 : Reasons Given to Firms by Potential 
Lender for no t Providing Funds * 
. . . Reasons 
Insufficient equity of firm 
Low P robability o f  success 
Prio r  commitment of loan funds 
Lack o f interest in promo ting 
that type of industry 
Other reason 
Numb er of 
Respons es 
2 2  
10 
1 3 . 
19 
5 
*A few firms checked more than one reason. 
· s ummary 
Twenty-s ix percent of  the respondent firms indicated dif fi­
cul ties obtaining f\lllds for some activity . 
54 
'lbirty-seven percent of the new firms responding indicated 
dif ficul ties obtainin g funds for construction. The b ranch and sub­
sidiary firms did not experience problems . 
Twenty-four percent o f  the respondents indicated dif ficulties 
obtaining funds for expansion . The smaller employment size firms ex­
perienced the most p roblems except for the smaller subsidiary and 
branch firms . 
Twenty-one percent o f  the respondents indicated that a sho rt­
age o f  funds rest ricted output . TI1e smaller employment s izes indi­
cated problems and the younger of these firms had the most p roblems . 
Again , the smaller s ubsidiary and branch firms did no t experience 
problems . 
The most common reason that prospective lenders gave firms 
for inability to p rovide fllllds was the low equity position o f  the 
firm. Another reason was that the lenders did not have an interest 
in providin g  funds for certain types of p lants . 
' ; '  
CHAPTER V 
TUE ROLE OF BAf TKS IN FINANCING 
INDUSTRIAL ACTIVITIES 
Commercial banks are an import ant s e gment of the finan c ial 
sys tem in S outh Dako t a ,  bo th in tern� of nunili er o f  o f  fices an d in 
dep o s i t s  h el d .  In mo s t  communit ie s  th e bank i s  the only l o c al f inan-
cial ins t i t ut i on . Th is chap t e r  examines the financial ro l e  o f banks 
in ind us t r i al a c tivi t ies within the s t a te .  Firs t , t h e  ty p e s o f  in-
dus t ries that use bank funds for dif ferent t ypes of indus t ria l a c t iv-
i ties are des cr ib e d . Then th e p e rcen t a ges o f  to tal b ank loan s  tha t  
are in dus t ri a l  loans , an d the time len g th and o ther indus t ri a l  loan 
characte ris t i c s  are e xamin e d .  Also , an es t ima tion is ma d e  of the to tal 
in dus t rial loans h e l d  by t h e  b anks i n  the s t ate . 
Indus t rial Use o f  B ank Fun ds 
In the in d us tr ial q ues t ionnaire , firms were a sked to l i s t  the 
pe rcent a ge o f  f tm d s  o b t a in e d  from di f fe rent s o urces fo r e s t ab l i shmen t 
of the fi rm ,  fo r e xp ans i on , for cur rent opera t ion s , . an d  fo r p roj e cted 
exp an s ion , ( Que s t i on 19 ) .  In cluded among thes e sources were lo cal 
1 
banks , o ther s t ate b anks , and o ut-o f- s t a te b anks . Lo cal b anks were 
fur ther s eparate d  int o  home o f fice and b ranch ca t e go ries . 
P rop o r ti ons o f  t o ta l  funds ob tained from e ach b ank s o u rce for 
lnat a  o b t aine d  from the o ther possible sources wi l l  b e  rep orted 
in a separate s t udy . 
' 1 '  
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each industrial f inancing n e e d  a r e  p resent ed in Ap p endix C and dis-
cus sed b elow. To cal cula te average proportions , the p e rcenta ge s  o f  
total inves tment o b t ained from bank sources for e a ch in d u s t rial f i rm 
2 
were used , no t t he a c tual amounts o f  inves tment . Thus , t h e  avera ges 
do not rep res ent p e r cent a ges o f  to t a l  indus t rial fin an cin g fro� each 
o f  the various b ank so urces , rathe r they represent ave ra ges o f  the 
individua l firms ' b o rrowin g dis t r ib utions amon g the var io us b ank 
sources . S tan dard deviations o f  avera ges are also shown . Most o f  
thes e  s t �n dard d evi a t ions are q ui t e  large , indica t in g  that percentages 
given by firms varied w ide ly . 
S in ce a smal l pe rcen t a ge o f  fi rms completed this  s ec tion o f  the 
3 
no t neces s ari ly representa tive o f  the p opulation . 
Bank Financin for Firm E s t ab l ishmen t 
O f  the 5 7 res pondent firms established s ince 19 6 9 , ( from a 
poss ible 1 88) , 3 2  comple ted this s e c t ion o f  the que s t ionnaire . Avera ge 
percentage s  o f  funds ob tained from the b ank sources w ith d i f fe rent 
· 2When the q uest ionna i re was formulated , ana ly s i s  of variance 
methods were p l anned to dete rmine s i gn i f i can t d i f fe rences b e tween types of indus t ries an d percen t a ges of funds derived from e ach s o urce . B u t 
s in ce a smal l p e rcent a ge o f  the res pon dent s comp le t e d this s e c tion o f  
the q ues t ionna i re ,  and the d i s t rib ution does no t appear t o  b e  no rma l ly 
d is t rib uted , ( i . e . e rror is no t no rmal ly d i s t rib ute d ) , the data d i d  no t 
lend it se l f to analysis o f  vari ance t e chniques . 
3Al tho ugh a low response rate was received with thi s  s e c tion 
O f the ques t ionnai re , i t  was f e l t  tha t  a much low e r  res pons e would 
have b een received i f  the a c t ual amo unt o f  f unds bo rrowe d  f rom so urces 
rather tha the percen t a ge amo unt had been req ues t e d .  
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chara c teris t i cs o f the respon dent firms are presente d  in Appendix c . 
On an average , the 32 respondents ob t ained 17  percent o f  their 
funds f rom South Dakota banks , and z ero p ercent from out-of-s t a te 
b anks . Mos t b ank funds were obtaine d  from local home o f fice b anks . 
Respon dent firms that employ fewer than 25 persons , typically , 
us ed mo re b ank finan cin g than did firms in the two l a rger employ-
ment groups . In fact , the three respondents that employ mo re than 
100 pe rson s did not us e any bank financing.  Bank funds use d  by firms 
that employ 2 5  t o  9 9  persons came entirely from lo cal b anks . Res-
ponden t firms tha t emp loy fewer than 25 pers ons us ed some b ranch 
b ank an d some non-lo cal bank financing . 
Home o f fi ce firms did  a hi gher ave ra ge percent age o f  their 
borrowing from S outh Dakota banks than did branch and s ub sidiary 
firms . The small amo unt , (percen tages) ,  o f  funds tha t  the b ranch 
and s ub s idiary firms obt ained from banks came from l oc al home o f fice  
banks . 
Resp ondent f i rms tha t indicated problems obtainin g funds , on an 
average , obt aine d  abo ut the s ame proportion o f  their funds f rom S o uth 
Dako ta banks as d i d  tho se firms that did no t have problems . Firms 
that d i d  h ave p roblems use d  some non-lo cal bank funds , while thos e  
firms that had no p roblems use d  only lo cal home o f fice b ank funds . 
Bank . Finan cin g for Firm Expans ion 
Of the 2 6 0  q uest ionnaire res pondents , 2 30 indicated that their 
firms h ad expanded in the last five years . One h undred t en o f  these · 
2 30 firms completed this s e c t ion o f  the q ues t ionnaire . Ave rage 
' • '  
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proportions o f  funds obtained from ea ch b ank so urce are presented in 
Appendix c .  Again , mo st s t andard deviations are quite l arge , indi-
eating tha t res ponses varied grea tly . 
The 1 1 0  respondents ,  on an average , obtaine d 32 percent o f  their 
inves tment funds for expansion from So uth Dako ta b anks , and 2 pe rcent 
from o ut-o f-s t ate b anks . Mo s t  o f  the funds from S o uth Dako ta banks 
were obtained from lo cal home o f fice bank s . 
Respon dent s who employ fewer than 25 persons ob t aine d 40 per-
cent o f  their funds f rom South Dako ta banks , con s i derab ly mo re than 
the 18 an d 2 2 p ercent for the o ther employment s izes . The maj ori ty o f 
thes e  fw1 ds were ob t aine d f rom lo ca l  home o f fice b anks . Firms tha t 
sion from o ut-o f-s t ate b anks compared to 2 percent and z ero percen t  
for the smaller and larger firms . 
Respon dent firms that are be bveen 5 an d 10 years o ld obt ained , 
typically , 1 7  percent o f  their exp ans ion funds from So uth Dakot a b anks . 
Firms in o ther a ge groups ob t ain e d app roxima t e ly 34 percent o f  their 
expans ion ftmds f rom So uth Dako ta banks . Again , mos t  of thes e funds 
were from lo cal home o f fi ce b anks . Firms over 2 5  years old  were the 
only a ge group tha t  indi ca ted us e o f  finan c in g  from o ut-o f-s t a te 
banks . 
Home firm res pondents , ob taine d a larger p e rcen tage o f  thei r  
funds fo r exp ans ion from So uth Dako ta b anks than d i d  b ranch and s ub-
Bidiary p l an ts . Only home o f fi ce firm respondents ob t ained any funqs 
from o ut-o f-s t at e  b ands . 
. , .  
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Thos e  finns that indi c a ted dif ficul ties f in an c in g e xpans ion , 
on an ave rage , ob t ained a larger percentage o f  their funds f rom S o uth 
Dakota banks than did  tho s e  firms tha t  did no t indica t e  p rob l ems . 
On ly firms tha t d i d  no t have dif ficulties us e d  o ut-o f-s t a t e  b ank 
finan cing. 
B ank Finan cing · for C urrent Opera ti ons 
Eighty-ei gh t  o f  the 260  q ues t io nnaire res pon den t s  comple t e d  
this s ection of  the q ues t i onnaire . The ave ra ges are shown in Ap pendix 
C.  Again , average s  were computed in the same manner a s  in the p re­
vious two s e c t ions . 
The 8 8  respondents ob tain 2 2  percent o f  their f tm ds to fi­
n�nce curren a s s et s  from So uth Dako t a  b �nk� , and three percent 
from o ut-o f-s t a te b anks . Mos t  of th e funds from S outh D ako ta b anks 
are ob tained f ro m  lo cal home o f f i ce banks . 
Re s ponden t s  who emp loy mo re than 100 p ers ons ob t ain a h i gh er 
proport i on o f  th ei r ope ra t in g  funds from So uth Dako ta b anks than do 
the o ther two e mp loymen t gro ups . 
Fi rms tha t  are f rom 5 to 25 years o l d  ob t ain ·a grea ter p ro­
portion o f  thei r  funds from S outh Dako ta b anks than do e i th e r  y o unger 
or o lder firms . On ly tho s e  respon dent firms tha t  have b een es t ab lished 
lon ge r than 2 5  y ears use o ut-o f-s t a te financ in g .  
Home fi rms obt ain a higher perc entage o f  their o p e ra t in g  f unds 
from S outh Dako ta banks tha n do the b ranch and s ub s i diary p lant s . 
Only the home firms ob t ain any opera tin g funds from o ut-o f-s t a t e  banks . 
•. I 
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There were no dif ferences between firms tha t  indica ted dif­
fi cult ies obt aining funds an d those tha t  did no t with respect  to the 
average pe rcen t age o f  operating funds ob tained from South Dako ta b anks . 
Firms that d i d  no t exp erience problems obtained some funds from out­
o f-s t a te b anks . 
Bank Finan cing f or P lanned Expans ion 
O f  the 260 q uest ionnaire respondents ,  1 70 indicate tha t they 
plan to expand in the next five years . S ixty-seven o f  these firms 
completed this s e ct ion of the q ues tionnaire . The averages are shown 
in App endix c . 
On an avera ge , the s e  6 7  firms plan to ob t ain 2 4  ·percent o f  the 
f ds fo r expans ion. f rom South Dako ta banks and 5 percent frcm out-o f­
s tate b anks . Fi rms in all three employment s izes p lan to obtain ap­
proxima tely the s ame p roportion o f  funds from the S outh Dako ta b ank s ,  
b ut firms in the employment s ize 2 5  t o  9 9 p lan t o  obt a in a h i gher per­
cent age from o ut-o f-s t a te banks than do firms in the o ther two emp loy­
ment s i zes . 
lfurtgages on Non-B us iness Prope r ty 
Ques t ion 1 3  o f  the in dus t ry quest ionnaire asked fi rms to  give 
the per centage o f  borrowe d funds from all so urces s e cured by mo rt­
gages on non-b us iness p roperty . One hundred and n inety-nine o f  the 
26 0 que s tionnai re res pondents completed the q ues t ion . 
Ei ghty p ercen t  o f  the firms indicated that they d i d  no t have 
tOOrtgages on non-b us iness property• As would be expe cted few o f  the 
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larger firms h ave mort gages on non-business property , and these mort-· 
gages are a smaller percentage o f  to tal borrowed funds than is · the · 
case for smalle r firms . A typical respondent firm has 9 p ercent o f 
borrowed fllllds s ecured by mortgages on non-b us iness property .  This 
average ranges from 10 . 1  percent for those respondents who employ 
fewer than 25 p ersons to a low o f  2 . 8 percent for firms who employ 
100re than 100 p ersons . As indi cated by the large standard deviation 
shown in Table V-1 , the firms ' percentages varied greatly . 
Table V-1 : Percentage o f  Borrowed Funds from all Sources Se cured 
by Mort gages on Non-Business Property 
Average 
. . . 
Standard 
Deviation 
. . .  
Percent that 
Have Mort gages . .  
' . . . . . .  
- All - Firms . Un der 25  
9 . 0 10 . 1  
2 2 . 4  24 . 0  
2 0 . 0  2 3 . 0  
Employment S ize 
25 - to 99 Over 100 
9 . 0  2 . 8  
22 . 0  10 . 6  
2 1 . 0 s .o 
Indus trial Loans Held by Banks 
�rcentage and Amo unt of  · In dust ri al Loans o f  Banks 
Ques tion 6 o f  the bank quest ionnaire asked b anks to give the 
percentage o f  their total loans tha t are industrial loans . All b ut 
2 Of the 9 7  main o f fice bank respondents completed the ques tion . 
(lbere are 159 b anks ) . Results are shown in Table V-2 .  
. . . .. ; .. -� .···-
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Fi fty- five of the b ank respondent s indi cated that they di d no t 
have any indus t rial loans . Hore banks in the depos i t s i z e  $1 0 to $20 
million and o ver $20 mi llion than the smaller two dep o s i t  s i zes have 
indus t rial loans , b ut only b anks with deposits over $20 million have 
a s i gn i fi can t ly g rea ter average percentage o f  industrial loans than 
do the o th er deposit  s izes . 
Tab le V-2 : Percentage o f  To tal Loans Held by Banks in So uth Dako t a  
that are Indust rial Loans 
Depo s it S ize in Hi ll ions o f  Doll ars 
Al l  D anks Under 5 5 to 10 IO to 20 Over 20 
Average :+ . o 4 . 0  3 . 0  1 . 6  :i.0 . 5  
S t an dard 
Deviation 8 . 9  7 . 4 5 . 7  2 . 2  19 . 4  
Percent th at 
Have Indus t ri al 
Loans 42 . 0  39 . 0  34 . 0  5 3 . 0  ss . o  
To e s timat e  t o tal indust rial loans o f  the b anks i n  South Dako ta , 
the dollar amount o f  to t al loans for each res pondent b ank as o f  
Decemb er 3 1 ,  1 9 7 3 ,  was mul tiplied b y  the percenta ge o f  l oans fo r 
indus t ri a l  p urpos es in di ca ted by tha t  res pondent b ank . For tho s e  
banks who d i d  no t comp le te the ques t ionnaire , the avera ge pe rcentages 
of indus t rial l oans to  to tal  loans calcula te d for the d i f ferent de-
posit s izes o f  the res pondents were mul tiplied by the a c t ual lo ans 
of each non-re s pon dent b ank in that depos it size . The amo unt s for 
·.' 
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all banks were then summed . 
For respondent banks , industrial loans were estimated to to tal 
90. 8 mil lion dollars . For non-respondent banks , indus trial loans o f  
$34 . 9  million were est imated . The to tal o f  these two est imates is 
$125 . 7  million. On De cemb er 31, 19 7 3 ,  commercial banks in South Dakota 
had total industrial and commercial loans anounting to $ 2 74 . 1  million .
4 
Thus , industrial loans are estimated to be approximately 4 6  percent 
o f  the commercial and indust rial loan group . 
Length o f  Indust rial Loans 
Quest ion 8 o f the bank questionnaire asked banks to list the 
percentage o f  the tot al value of  their indust rial loans tha t  are less 
than a year in length , that are one to five years in length ,  and that 
are over five years in length . As shown in Table V-3 ,  for the average 
bank 41 percent of the indust rial loans are made for periods o f  
from one t o  five years , 29 percent are for less than one year and 
29 percent are for greater than five years . As indicated by the 
large s tandard deviation tho ugh,  the average length o f  loan payment 
period varies greatly among banks . 
The second p ar t  o f  the question asked banks to also list the 
1969 to 19 7 3 average percentage of loans in the three loan length 
categories . For those banks that completed this part o f  the ques t ion , 
the response did no t dif fe � greatly from their response for current 
loans .  
4Federal Deposit Insurance Corporation, Bank Ope rating S t at is­
l!cs ·- 19 73 ,  (Washington , D .  c . , 19 73) . 
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Table V- 3 :  Percentage o f  Bank Indus trial Loans by Length o f  Loan 
Currently 
(19 7 3) 
Average 
S tandard 
Deviation 
19 69 to 19 7 3  
Average 
S tandard 
Deviation 
Length of Loan 
Under 1 year 1 to 5 years 
29 . 4 41. 1 
34 . 0  36 . 0  
30. 4  . 44 . 7  
34 . 0  36 . 5  
SBA Guaranteed Loans 
Over 5 years 
2 8 . 5  
19 . 2 
30 . 0  
·Question 9 o f  the b ank quest ionnaire asked b anks t o  give the 
percentage o f  the value o f  their industrial loans that are guaranteed 
by the S mall B us iness Administration . The results s eparated by de-
posit s ize gr,oups are shown in Table V-4 . 
Table V-4 : Percentage o f  Industrial Loans that are SBA Guaranteed 
Deposi t  Size in Hillions o f  Dollars 
. . .  All Banks Under 5 5 to 10 10 to 20 Over 20 
Average 31. 0  19 . 6  21 . 8  6 6. 6  4 4 . 3  
Standard 
DeViation 3 7 . 7 31 . 9  3 3 . l  38. 5 39 � 5  
' 1 ' 
An average bank has 31 p ercent o f  its indus t rial lo ans 
guarante e d b y  the Smal l  Busines s  Admini s t ra tion. The average is 
large r  fo r the two b ank s iz e  groups over $10 mil l ion in d ep o s i ts 
than tho s e  s i z e  groups under $10 million . Apparent ly , b anks ove r 
$10 mil lion in depos its u t i l i ze the S BA to a g reater e xtent than 
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do smaller banks . Thi s  may be b e cause larger banks nave mo re indus­
trial loans , an d thus have an opp o r t uni ty to b e  mo re fami l iar with 
the SBA p rogram. 
S ummarx 
Al thou gh respondent fi rms varied cons iderably in p e r c en t a ge 
o f  funds obt ained f rom c omme rc ial banks in th e s t a te , an avera ge 
f irm ob t ained 1 7  percent o f  the f u.'1ds neces s � ry to c one t ruc t a new 
plan t from banks in South Dako ta , 32 pe rcent o f  the f unds fo r e x­
pans ion 9 ·an d 2 2  percent o f  the funds to finance c urrent o p e ra tion s . 
They p l an to obt ain 2 4  p e rcent o f  the funds fo r future e xpans ion 
from S outh Dako ta b anks . Mo st o f  these funds were o r  w i l l  b e  ob­
taine d  from lo cal home o f fice b anks . A few fi rms ob t ain funds from 
out o f  s t ate banks . 
Twenty percent o f  the respondents have mo rt ga ges on non-
b us ine s s  p rop e r ty .  An average firm has 9 percent o f  b o rrowed f unds 
se c ure d by mo r t ga ge on non-b us ines s prop er ty . Fewer large firms h ave 
mor t ga ges on non-b us ines s p roperty , and these mortgages are a smal ler 
pe rcentage o f total  b orrowed funds than is the case fo r smaller 
firms . 
Indus t rial loans held by b anks in th e s t ate are e s t ima t e d  to 
' ; I 
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be approximately 125 . 7 million dollars . Although the maj ority o f  b anks 
do not have any ind us trial loans , on the average ,  4 percent o f  a b ank ' s 
loans are for indus trial purposes . This percentage ran ges f rom 1 . 6  
percent for those b anks that have $ 10 to $20 mil lion in deposits , to 
10 . 5  percent for those banks with deposits over $20 mi llion . Time 
length o f  these loans varies considerab ly for dif ferent banks , b ut for 
an average b ank , 41 percent o f  its indus trial loans are from one to 
five years in length , 30 percent are under one year , and 30 percent 
are over five years . 
Banks in the s tate use the SBA loan guarantee pro gram exten­
sively . An average b ank has 31 percent o f  its indus trial loans guar­
anteed by the SBA. Ln� ��r banks tend to use the prc gra.� to a gre�t�r 
extent than do smaller banks . 
' 
' · '  
I 
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CHAPTER VI 
ATTITU DES OF BANKERS TOWARDS I NDUS TRIAL DEVELOPMENT , 
INDUSTRIAL FI RMS ; AND INDUSTRIAL LOAN PRACTI CES 
Indus t ri a l  f irms tha t  are lo cated in S outh Dako ta , e s pe cial ly 
the small firms , o b t a in a s ub s t antial amount o f  f unds from commerc ia l  
banks i n  t h e  s t ate . Th i s  important role o f  b anks i n  fundin-g indus-
t rial devel opment means tha t a ttit udes of the b anke r  or b ankers in a 
commwti ty t owards indus t rial deve lopment and indus t ria l firms wi l l 
affect the s t a t us o f  in dus t rial develo pment in the commun i ty .  B e-
cause o f  the b anke r ' s role in th e conununi ty ,
,
his a t t i t udes o f ten in­
fluen ce a t t i t ud1es o f  the community . Hence , the b anker -can act as a 
cata lyst n p romo t in g  development . 
Th is chap t e r  first p resents att itudes o f  b anke rs toward in-
dust rial · deve lo pment , types of indus t ries they s t ate wo ul d b e  appro-
priate fo r the i r  communi ty , maj or fac to rs they visualize l imi t in g  
indus t ri al an d  e conomi c deve l opment in their community , a n d  a n  e s t i-
mate o f  thei r communit ies ab il ities to finance in dus t ria l d eve lo p-
ment from lo cal so urces o f  funds . Then the chap ter ·p re s en t s  in fo r-
tnation regardin g  reques t s  for· lar ge indus t rial l oans , e xpe rience o f  
loan o f fi cers in indus trial de ve lopment , and the de gree o f  coope rat ion 
b etween b anks .  La s t ly , fac tors tha t in f luence b ankers
' ab ility or 
Wil lin gness t o  make indus t ri a l  loans are examined . 
Respon s e s  f ro m  s pe c i f i c  gro ups o f  b anks are s ep ara t e d  fo r 
evaluation an d comparison . S tatis t i cal comparis ons o f  res p onses b e� 
tween groups a re p e r fo rmed to determine di f fe rences in a t t i t udes and 
- .> 
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practices . S ome o f  the facto rs us ed t o  dis t inguish groups are : pop­
ulation o f  the city where the b ank is located , location b y  plannin g 
and development dis trict , main o r  branch b ank , type o f  charte r ,  mem­
bership in the Federal Reserve System,  depos it s ize , loan to depos it 
ratio , and number o f  banks in the communi ty. Excep t  where no t�d ,  
both b ranch b anks and main b anks are included in the 4 analysis . Chi 
square is the s t atis ti cal test used throughout the chap e r .  Thos e 
groups that ar e  not se lf explana tory by title are clari fied below. 
Cities where b anks are located are separated into the s ame 
four pop ulation cate gories used in p revio us analyses . They are : 
under 1 , 000 ; 1 , 00 1  to 2 , 500 ; 2 , 501 to 10 , 000 ; over 10 , 000 . 
Locat ion i�  in on� o f  the s ix planning end develaprr.ent die-
tricts o f  the s t ate , ( See Appendix E) . 
Banks a re divided into four deposit s izes : under $5  mi llion , 
$5 to 10  million , $10 to $20 million , and ove r  $20 million . B ranches 
are separated into the deposit size  o f  the complete b ank s ystem. This 
is done b ecause although all d epos it s of the system are no t derived 
through a s in gle b ran ch , techni cal ly , all deposits o f  the b ank · are 
available to e ach b ranch . 
B anks are separated into one o f  six loan to dep os i t  ratio c ate­
gories1 : les s than o . 30 ,  0 . 31 to o . 40 ,  o . 4 1 to 0 . 50 , o . 51 to 0 . 60 ,  
lThe loan to deposit ratio is the ratio o f  to tal l oans to to tal 
deposits for a bank at a speci fic time . Genera lly i t  can b e  used as a 
measure o f progressiveness o f  a bank if it is accep te d that the p urpose 
O f  a bank is  no t  only to ho ld depos i ts for savers , b ut also to loan 
these funds , rather than to invest in s ecurities at a level greater 
I i  
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0 . 61 to 0 . 70 ,  and larger than 0 . 70. For each bank the ave rage loan 
to depos it ratio for the De cember 19 72 and 19 73  reporting periods is 
used. '!be loan to deposit ratio o f  the complete b ank is used as the 
ratio for a b ranch . 
Banks a re s eparated into one o f  two bank population categories : 
Either the b ank , o r  b ranch , is the only b ank o ffice in the community , 
or there are two o r  more bank o f fices in the community. 
· At titudes Towards Indus trial Development 
In response to quest ion one o f  the bank questionnaire , 87  per-
cent o f  the b ankers indicated tha t industrial development would im-
prove the q uali ty o f  life for the citizens of their community , and 
13 percent said that it wo uld no t . To determine if  banks in dif ferent 
community s izes o r  banks in dif ferent locations responded differently 
to the q uestion , responses separated by city population were s tatis-
tically compare d  using chi square test of independence . The s ame was 
done for the b anks lo cated in separate planning distri cts . Chi s quare 
tes t results are shown in Table VI-1 . There were no s igni ficant dif-
ferences among types o f  response given by the b anks in dif ferent city 
sizes or p lanning districts . 
The s econd question asked the bankers if an indus trial 
then necessary to p rovide liquidity. For purposes o f  this s tudy , 
the loan to deposit ratio is used as a measure o f  bank attitude 
towards that function o f  a bank. 
. . � 
" '  
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Tab l e VI- 1 : Ch i S q uare Tes t s  of Rel at ionships b e tween Indus t r ial 
Develo pmen t At t i t ud es , and Bank Loca t i on and Res pons e 
Fa ctors 
Factor 
S ta tement : 
2 
x 
Value 
De grees of 
Fr eed om 
Indus t rial Expans ion Hould 
Improve the Quality  of Li f e  
f or the Ci ti zens o f  th e 
Communi ty .  
City Population 0 . 9 5 *  3 
P lannin g 
Dis tri c t  6 . 2 7 * 5 
S tatement : Ind us trial Deve lopment 
Gr o up or Co r porat i on 
i-: ul<l As s is t  in Indus-
tr i a l Development . 
City Popula ti on 1 1 . 85 ,'c 6 
P l anning 
Dis tri c t  7 . 5 4 * 10 
Answer to 
Que s t i on 1 4 5 .  4 3* 2 
S amp le 
S i z e  
1 3 4  
1 34 
1 30 
1 30 
1 2 8  
Leve l o f  
S i gni f i can c e  
• 
8 l
ns 
. 2 s
n s  
• 0 7
ns 
. 6 7
ns 
. 0 0
9 
s = s i gn i f ic ant a t . 05  l evel , da ta for s igni fican t  f a c tors 
are in Appendix D. 
ns = no t s i gnif i cant at . O S leve l .  
*Fo r s ome ce lls the expe c t ed freq uen cy i s  less  than 5 ,  
the minimum no rmally endo rse d .  
' 1 '  
, . ,  
. . 
. .  
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development gro up or corpora tion would as sist  in indus t rial deve lop- _ 
2 ment . Fif ty-nine percent o f  the b ankers answered greatly , 34 p er-
cent indi cate d  s l i ghtly , and 7 percent answered no . All 10 no an-
swe rs came from communit ies under 1 , 000 population . Again chi s q uare 
tests were us ed to determine in dependence b e tween b ank and /or com-
. 
munity characteris t i cs and res ponses to the quest ion . The tests for 
dif ferences in respons e by city population and by p lannin g di s t ri c t  
were b o th no t s i gnif icant . The test for dif ferences in response to 
question two b y  type of response to quest ion one was s i gnificant . As 
would b e  expe c ted , tho se banks tha t did no t think that indust rial 
development would help their connnuni ty also did no t think tha t a 
development group wo ul d  help , (Tab le VI-1) . 
Type s  o f  Indus t ries Re commende d by Banks 
Tables VI-2 and VI- 3 show, by city size and p lannin g dis t ri c t , 
types o f  in dust ries tha t  bankers in di cate mi gh t b e  estab lished or 
3 expanded in thei r community.  
Most b ankers in a l l  city sizes and planning districts think 
that li ght manufac turin g and agricultural proces sin g  could b e  
2A b ank may invest up to two percent o f  its capi tal and s urplus 
in a community development corpo ration and like enti ties ; p rovided 
that a t no t ime c an the a ggre ga te inves tmen t d urin g a ten �ear period 
exceed two percent .  so urce : south Dakot a · cornp il e d  Laws , Title 5 1  
Chapt er 1 8 , s ection 15 , ( Indianapolis : The Allen Smi th Comp any) . 
3A response o f  "mi ght be es tab l ished" indicate d  that no fi rms 
o f that type are lo cated in the area but might be . "Mi ght be expanded" 
indicated that a firm o f  that type is presently located in the area 
and may b e  expan de d . 
. , ,  
�, 
Tab le VI-2 : Type o f  Ind us t ries S een by B ankers as Appropriate fo r Es tab lishment or Expans ions i n  
Their Communi ty , by City Population 
Numb er of Rep lies 
Li gh t Hanu- Heavy 
City Agri cultural f acturi ng and Manu- Transpor-
Pop ulat ion Respons e* Proces s in g  Mi n i n g  As s emb ly f acturing Tourism ta t io n 
Under Es t ab l i shed 4 4  1 49 4 2 4 
1 , 0 00 
Expan ded 19 2 2 2  0 8 4 
1 , 00 1 Es tabl ishe d 1 3 0 1 1  1 2 3 
to 
2 , 50 0  Expanded 8 0 1 0  0 1 1 
2 , 50 1  Es tablished 4 1 5 3 0 1 
to 
10 , 0 00 Expanded 5 2 8 0 7 2 
Over Es t ab lishe d 3 0 1 0 , 0 2 
10 , 000 
Expande d 9 1 1 4  4 7 5 
*A respons e o f  "might be es tab l ished" indicated that no firms o f  that type are lo cated in the area 
b ut mi ght b e .  "Mi gh t b e  expanded" indi cate d that a fir :n  o f  that type i s  p re s ent ly lo c ated or es tab­
lished in the area and may b e  expanded .  Four respondents lis ted other types o f  i ndus t ries than tho s e  
liste d . Mos t  o f  thes e  were recreation indus tries whi ch woul d b e  grouped with tourism . 
'1 
N 
Table VI- 3 :  Type o f  Industries Seen by Bankers as Appropriate for Establishment o r  Expansion in lbeir 
Community , by Plannin g and Development Dist rict 
Number of  Rep lies 
Li ght Manu- Heavy 
Agricultural facturing and Manu- Trans por-
District Response* Processing Mining Assembly facturing Tourism tation 
I Established 1 3  2 1 3  4 0 3 
Expanded 8 1 12 0 2 1 
II Established 7 0 7 1 0 3 
Expanded 8 0 11 1 3 1 
III Estab lished 1 3  0 14 1 0 0 
Expanded 4 0 7 0 2 2 
IV Established 15 0 14 0 0 2 
Expanded 10 0 11 1 5 4 
v Established 14 0 15 1 4 2 
Expanded 4 0 6 0 6 1 
VI Estab lished 2 0 3 1 0 0 
Expanded 7 0 7 2 5 3 
*See the footnote to Table VI-2 . 
...... w 
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estab lished o r  expande d  in their communi ty . Only b ankers in the Firs t 
and S ixth P l annin g Dis t ri ct s  indicate tha t minin g coul d  b e  e stab l ishe d  
o r  expan de d in thei r  community . Heavy manufacturin g mi gh t b e  es tab ­
lished o r  expanded in only a few communities . A lar ge n umb e r  o f  
bankers in the Fi f th Plannin g Dis trict in di cate tha t tourism �y b e  
estab li she d o r  exp ande d in their area. Transp o r tation re lated in-
dustry mi gh t b e  es t ablished or expanded in all city s izes , and a l l  
plannin g dis t ri c t s . 
Major Factors Limi ting In dus t rial 
and E conomic Development 
The mos t  c ommon type o f  facto rs tha t  b ankers indicated as 
J imi.ti�g in1us t ricl and economic development in their area daalt witu 
di f ficul ties a s s o ciate d with the small p o p ulation o f  the community ; 
i . e . ,  sm�l l  labo r force , l ack o f  adequate service facilities , lack 
o f adequately develope d  s ites and b uildings . The s e cond co mmon type 
of fac to rs dealt with di ffi cul ties associated with location o f  the 
cormm.mity in t h e  s t ate ; i . e . , p oo r  trans portation ,  small work force ,  
and small local marke ts . The thi rd common type o f  factors deal t with 
the availab il ity o f  risk capit al and that the firms s eeking indus-
trial fin an cin g do no t have a s uf ficient equity b as e  to s ecure non­
risk money .  The four th common type o f  factors dealt with int eres t and 
in formation ; i . e . , there is no l o cal interes t in indus trial deve lop­
ment ,  there i s  ins u f fi cient le gal and economic in fo rmation , and there 
is ins uf fi cient knowle d ge abo ut the community to allow an e f fective 
Program to s e l l  the c ommunity . 
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·Lo cal · Capacity to Finance Industrial Expansion 
Fifty-six percent o f  the bankers responding to the question-
naire think that their community does not have the capacity to finance 
indust rial exp ansion from local sources , and 44 percent think that 
their community does have the capacity , (Question 4) . A chi s quare 
test o f  independence was used to determine if  bankers in dif ferent 
sizes o f  cities and in dif ferent planning districts responded dif-
ferent ly to the question . The test for dif ference b etween responses 
by city s ize was s ignificant.  A greater numb er o f  bankers from 
smaller communities than from larger communities do no t think that  
local sources of  ft.mds are sufficient to  finance indus trial expansion. 
The tes t for di fferences b e tween response by planning dis t rlct was 
not significant . 
Table VI-4 : Chi s quare Tests o f  Relationships Between the Capacity 
of a Community to Finance Industrial Development from 
cal Sources and City Size and Location 
. . . . .  
x2 Degrees o f  Sample Level o f  
Factor . . . . . .  Value Freedom Size Significance 
City Population 29 . 60 3 128  .oo
s 
Planning 
12 8 . 14ns District 8 . 35 5 
s a s i gnificant at . O S  level , data for significant fac tors are 
in Appendix D .  
n s  a no t  s i gnif icant a t  . 05 level . 
� · 
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· Request for Loans Larger than Legal Limits 
Maximum credit that a bank can lend to a s ingle b orrower is 
dependent on the charter of  the bank and on the capital and s urplus 
accolUlts o f  the b ank . Although there are legal minimums for capit al 
accounts ,  o ften capital accounts required of  a specific bank depend 
upon many factors considered by an examination agency . Some o f  these 
factors are b ank charter , city population , deposit size , and amount 
of loans . 4 
The lega l  limit for credit to one individual by a b ank is de-
pendent upon factors previously mentioned , but the s izes o f  indust rial 
loans requested are dependent upon the sizes and needs of the indus-
trial firms s eeking financing .  Thus , a bank may have a small capi tal 
and s urplus a ccount , and have a low maximum credit limi t , b ut may 
never receive requests for large loans . 
Of the 8 6  main office b anks that res ponded , 3 3  received re-
quests for indus t rial loans larger than the maximum loan limit tha t  
their b ank can make t o  a single borrower , and 5 3  received no such re-
quests . The 3 3  b anks receiving loan requests exceedin g their legal 
maximum range from small to large deposit size b anks and are located 
in all s i zes o f  communities . 
4The minimum capitRl requirement for state chartered banks is 
listed in :  South Dakota Compiled Laws , Title 5 1 ,  Chapter 4 ,  Sections 
1 ,  2 ,  and 3 and Chapter 8 ,  Section 4. (Indianapolis : The Allen Smith 
Company) . FDr s tate banks no loan to a single individual , partner­
ship or corporation may exceed 20 percent o f  paid-up capital and s ur­
plus , Tit le 51 , Chapter 11 , Section 3 . For national b anks the maxi�um 
loan is 10 percent o f  capi tal and surp lus . 
� ,  
7 7  
O f  the 3 3  banks that received requests for large loans , 2 3  
stated that they used correspondent banks to handle the request , 
while s even did no t use correspondent banks . Ten o f  the correspon­
dent b anks normally used by the 2 3  banks are located in South Dakota ; 
13 are located outside the s t ate. 
· cooperation Between Banks 
Eighty-five o f  the bank respondents are located in communities 
in whi ch they are the only bank in the cormnunity. Of these 85 b anks , 
57  stated that they cooperate with other banks or non-bank lenders 
in their locality for the financing of indust rial enterprises having 
credit needs greater than the capacity of a single s ource , (Question 
15) . 
Twenty-nine o f  the bank respondents are located in communities 
in which there are two or more bank o ffices , ( full servi ce o ffices) . 
'lWenty-s ix of  these cooperate with o ther banks or financial inst i­
tutions in the locality to extend credit to industrial users .  
These figures s uggest a high degree o f  cooperation between 
banks o r  o ther lenders in the state ,  especially i f  the various insti­
tutions are lo cated in the s ame community. 
Experience o f  Industrial Loan Officer 
Nine percent o f  the bankers rate the experience o f  their indus­
trial loan o f fi cer with indust rial development as extensive , 4 7  per­
cent rate his experience as moderate , and 44 percent rate h is exper- . 
ience as slight , ( Question 7) . 
• ' . 
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B anks were s eparated by deposit sizes , loan to  deposi t  ratio , 
city populations , and main offices or branches to determine if these 
different groups o f  banks responded differently to the q uestion . I t  
is plausible that more industrial activity occurs in larger cities and 
bank o ffi cers who administer industrial loans in larger cities have 
more experien ce .  Also larger banks have the resources to  train and 
keep specialized personnel .  Banks with a higher ratio o f  loans to 
deposits may have more experienced loan o fficers , not only because 
they actually may make more loans � but they may need experienced loan 
officers to insure loan safety since their loans are a higher per­
centage of deposits . Finally , branches may use personnel from the 
main office to adminis ter in<lustrial loans , and these people may have 
more experience than personnel from the maj ority o f  unit  banks . 
A chi s quare test was used to test for independence. Res ults 
of this analysis are shown in Table VI-5 . The statistical tests for 
city population ,  deposit size , and loan to deposit ra tio were s i gnifi­
cant. The tests for independence between responses by main b anks and 
branches were not significant. Banks in larger cities rated the ex­
perien ce of their industrial .loan officers higher than did those b anks 
in smaller cities . Larger banks also rated the experience o f  their 
industrial loan o fficer hi gher than did smaller banks . And , banks 
With h igh loan to deposit ratios rated the experience o f  the indus­
trial loan o f ficer higher than did banks with lower loan to deposit 
ratios . 
Table VI-5 : Chi S quare Tests o f  Relationships Between Experience 
in Industrial Development of Loan Officer and Bank 
Categories 
x2 .Degrees of S amp le Level o f  
Factor Value Freedom Size S i gni ficance 
City Size 30. 08* 6 12 8 . oo
s 
Deposit S ize 1 4 . 22*  6 12 8 . 0 38 
Loan to Deposit 
Ratio 24 . 16 *  10 12 8 . 018 
Main or  Bran ch 
Bank . 52 *  2 12 8 • 7 7ns 
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s a s igni ficant at . 05 level,  data for significant factors a re 
in Appendix D.  
n s  • no t s i gnificant at .05 level . 
*For some cells the expec ted freq uen cy is less than 5 .  
Factors Limitin g Ab ility o r  Willingness  
to  Increase Indus t rial Loans 
Eight reasons which mi ght affect the ability or willingness of  
5 
a bank to increase industrial loans were listed on the q uestionnaire . 
The bankers were asked to rate the importan ce o f  each o f  the eight 
reasons by giving i t  a rating of very important , important , or  no t 
5These reasons with modi ficat ions and additions were taken 
frc;>m : Greene F. Johnson, " Long-Te rm Senio r Finan cin g fo r Small 
_ Business , " f rom I rving P fe f fer , The Fin ancin g  o f  Small B us iness : 
!_· current · As s e s s ment Research Seminar , Graduate S chool o f  B us iness 
Adminis tration , u . c .� . A. (New York : Macmillan , 19 6 7 ) , P •  2 31 . 
. 
important . Results o f  the rating  for all respondents are shown in 
Table VI-6.  
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A shortage o f  applicants and insufficient equity o f  loan ap­
plicants were the most important of the eight reasons . Other im-
portant reasons were deficient management experience of loan appli-
cants and high rates o f  business failures . Cost o f  administering 
industrial loans was the least important reason. Other non-important 
reasons were interest and/or experience of loan o fficer ( s) , legal 
maximum loan limit , and prior commitment of available loan funds to 
other uses . Thus , b ankers indicated that their ability or  willing-
ness to increase indus t rial loans is dependent upon the demand for 
loans and the q uality o f  applicants rather than conditions affecting  
the s upply of  funds available . 
N1:llllerous characteristics of the banks were tested with respect 
to each of the reasons listed in Table VI-6 to determine i f  a relation-
ship exist s  b etween types of banks and reasons affecting ability or 
Willingness to increase industrial loans . 
O f  the hypotheses tested , only the relationship b etween the 
loan to deposit ratio o f  a b�nk and prior commitment o f  available 
2 
loan funds to o ther uses was found to be si gnificant , ( x = 2 8 . 01 ,  
d. f.  a 10 , level o f  s ignificance = . OO ;  see Appendix D) . Not only 
did banks with high loan to deposit ratios indicate tha t  prior com­
IDitment o f  funds was an important reason , but banks with low loan to 
deposit ra tios , and thus a higher level of  investment in s ecurities , 
also indicated tha t it was an important reason .  '!hat is , b anks with 
. .  
. ... . 
Table VI-6 : Importance of  Factors Limi ting a Banks Ability or 
Willingness to Increase Industrial Loans , All Bank 
Of fices 
Number of Responses 
Very Not 
Factor Important Important Important 
A Shortage o f  Applicants 66 45 15 
Insuf ficient Equity of 
Loan Applicants 68 4 3  6 
Deficient Management 
Experience o f  Loan 
Applican t 48  61  5 
High Rates of  B usiness 
Failures 2 3  6 3  2 8  
Cos t o f  Admin ia ter:f.ng 
65 Indust rial Loans 6 42  
Interests and /or Exper-
ience o f  Your Lo an 
Of ficer ( s )  17  56 41 
Prior Commi tment o f  
Available Loan Funds 
to Other Us e rs 26 44 44  
Legal Maximum Loan 
4 7  4 1  Limit 24 
81 
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high loan to depos it rat ios have funds committe d  t o  o ther lo an us es · ' 
b anks with low lo an to depos it rat ios h ave funds commi t t e d  to security 
inves trnen ts . 
S unnnary 
Mos t  b anke rs in dicate that in dus t rial developmen t wo uld improve 
the q uality o f  l i fe for citizens o f  their communi ty and tha t an in­
dus t rial develo pment group wo uld help to p romo te this in dus t ria l  
development . 
Fac tors l imit in g  indus t rial development genera lly fall into 
four p rio rity c a t e go ries : sma l l  pop ulation o f  the community and 
capab il i ties to o f fe r  s e rvi ces ; poor location wi thin the s t a te and 
thus , pocr t ans po ta tion ; low equitf capit�l o f  intere s ted firms ; d.nd 
lack o f  exp e r t i s e  in p romo tin g deve lopmen t .  
Bankers consider agric ul tural pro ces s in g  and li gh t  manu fac turing 
as the mos t  app rop riate in d us t ries for their community . 
Bankers in sma ller communities do no t think tha t  the ir community 
has the cap a c ity to finance in dus t rial development from lo cal so urces , 
While mo s t  b ankers in larger communit ies think that · 1ocal capacity is 
sufficient . 
Req ues t s for cre d i t  b eyond the legal maximum are received by 
all s izes of b anks lo ca t e d  in all ci ty s izes . General ly , b anks use 
their corres pon dent b anks to ful fi ll th e reques ts .  
There i s  a h i gh de gree o f  cooperation b e tween b ank s in the s ame 
area to fi l l  l o an req ues ts . This is especial ly true when b anks are · 
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located in the same community . 
B anks with the largest deposits as well as b anks in larger 
cities and those with high loan to deposit ratios , . rate the experience 
of  their indus t rial loan officer(s) higher than small banks , banks in 
smaller cities , and banks with lower loan to deposit ratios .  
Important reasons limiting banks ' ability or willingness to 
increase their industrial loans are lack o f  demand , insu f ficient 
equity and de ficient management experience of applicants ,  and high 
rates o f  b us iness failures . Banks with low and also banks with high 
loan to deposit ratios indicated that prior commitment of available · 
loan ftmds to o ther uses is an important reason for their inability 
to make more industrial loans . 
CHAPTER VII 
FUTURE DEMAND AND SUPPLY OF FUNDS 
FOR INDUSTRIAL EXPANS ION 
In the fi rst chap ter the hypothes is was int roduc e d  that in-
creas ed emp loyment in the manufac turin g se cto r of the e conomy would 
help decrease o ut-migra tion and income dif fe rent ials . A sub s t antial 
increase in emp loyment will only o ccur from es tab l ishment of  new 
firms o r  expansion o f  present facilities . These e s tab l ishment and 
expans ion a ctivit ies require funds , and th e process of funding in-
volves the int e raction of demand and supply forces . 
This chap ter p resents some o f  th e fo rces tha t  may a ffec t  the 
demand for indus t rial funds in the next t en yeara . Then , b ecause com-
mercial b anks in the s t ate are impor tant sources o f  funds for indus-
trial deve lopment , capab ilities of banks to p rovide an adequate 
supply of  funds are discus s e d . 
Demand for Indus t ri al Funds 
As s hown in Table VI I-1 , new inves tment expenditures in manu-
facturing per year varies , whi ch makes demand p roj ections d i f fi cul t .  
Yet ,  al though there has b een f luc tuation in expen ditures over the 
last ten years , the general linear trend has been upward a t  an in-
crease o f  $ 2 . 9  mil lion a year . S ince 19 7 0 , inves tment has b een 
increas ing at the even grea ter linear ra te o f  $6 . 4  mil l ion a yea r .  
Figure VII-1 shows p a s t  investment expenditures s ince 1 9 6 5 , and 
displays p roj ec tions to 1 9 8 5  at bo th the last 10 and 5 year rates o f 
Table VII-1 : New Capital Expenditures in Manufacturin g 
in South Dakota , 1965 to 19 74 
Year · 
197 4* 
19 73* 
1972*  
19 71  
19 70 
. . 
In Millions of Dollars 
. Amount Year Amount 
32 . 7 1969 6 . 6  
36 . 2  196 8  10 . 7  
2 1 . s 196 7  8 . 2  
13 . 5  1966 7 . 7  
12 . 3  1965 10 . 9  
. . .  
Source : Bureau o f  the Cens us , Annual Survey o f  Manu-
· fact urers : 19 70 and 19 71 ,  (Washington : Government P rint ing 
Office , 19 7 3) .  
*So urce : Department o f  Economic and Tourism Develop­
ment , Industrial Division , (Pierre , South Dako ta) . 
Millions o f  Dollars 
120 
80 
40 
1965 19 70 19 75 19 80 
Figure VII-1 : Pas t  and Proj ected Investment 
in Manufacturing 
85 
. ....
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increase .  I f  investmen t continues at the same rates a s  the las t 10 
and 5 years , invest ment in 1980 could be 46 . 6  and 7 4 . 9  mil lion dol­
lars , respectively , and in 1 9 85 inves tment co uld be 6 1 . 1  and 106 . 9  
million dollars , respectively . Rather than st udy past expenditures 
it may b e  mo re app rop riate to s tudy the numb er of e xp ansions occur-
rin g ,  and the forces a f fecting past indus t rial exp ans ion activi ties 
to obtain ins i ghts as to wha t  expansion activities are l ikely to con-
tinue . 
South Dako ta ' s  e conomy is no t immune from the na t ional e conomy . 
This is especially true for the s t a te ' s  manufacturin g s e c to r , s ince 
that secto r  is  an export industry and demand for the s ecto r ' s  pro-
d tr" tr; depenn� t pon national condi tions . lfowevPr s there is an i.m-
portant aspe ct o f  S outh Dakota ' s  indust rial sector tha t  o f fsets 
cyclical varia tions caused by the national e conomy .  S o uth Dako ta has 
100re emp loyment in non-durab le goods groups than durable goods groups , 
and non-durab l e  goods manufacturin g groups , historically , have ex- . 
perienced s ma l le r cyclical variations in emp loyment than the d urable 
groups .  In f ac t , the food and kindred product group , a very s t ab le 
non-durable group , h as almost half the total manufacturin g employ-
ment in the s t a te . l 
S ince 19 6 9 ,  220 firms have located in S outh Dako ta . O f  the 
220 fi rms ,  1 8 8  are s till operational . These 188 firms const i t ute 
lu . S � B ureau o f the Cens us , Co unty Bus iness P at t e rns , 19 72 , . 
South Dakot a  CBP- 72-4 3 ,  (Washington : Government P rint in g  Of fice , 
19 7 3 ) . 
, 
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2 2  pe rcent o f  the firms now in the s tat e . '!his inc reas e  in th e numb e r  
o f  firms will p rovide a nucle us to at tract an even great e r  numb er o f  
firms . S ome o f  t hese fi rms have b een p lants cons t ructed by maj o r  
national corp orations . This phenomenon may cont inue s in c e  a t ren d o f  
corpora t ions t o  locate p lant s  o uts i de ma j o r  me tropolitan areas has 
eme rged in re cent y ears . O ther new firms in the s ta te h ave b een home 
grown in dus tries . Thes e types o f  f i rms will continue to b e  fo rme d  
as individuals at tempt to p ro duce and market p roduc t s  th a t  they de­
s i gn .  
Exp ans ion wi th in the next five years is t entative ly p lanned by 
at least 1 70 f i rms in the s t a te .  On an average , thes e  firms p lan to 
obt a in 2 4  percent o f  the fun ds needed for e xpansion from h avkR i n  
the s t at e
·
. Many o f thes e expans ion ac tivi ties will o ccur in com­
munitie s w ith fewer than 1 , 000 inhab i tant s ; connnuni t ies where e xt en­
s ive indus t rial activit ies a re a re la tively new phonomenon . Al tho ugh 
plans are no t  known fo r the 592  non-res ponding firms in the s t a te ,  a 
s ub st ant ial numb e r  may a lso have expans ion p lans . As o f  yet , thes e 
plans are ten t a tive an d any cons umation o f  expans ion p lan s wil l  de­
pen d upon con d it ions of the national e conomy . 
As in the p a s t , cer tain lo ca tions within th e s t ate will e x­
perience the b ulk o f  exp ans ion activi ties . Th is may cre a t e  a sub­
stantial demand for in dus t rial funds in thes e locations , a l tho ugh 
as a s t a te a ggre gate the demand may b e  smal l .  In Chap t e r  I I ,  the 
numb er o f new f i rms an d firm e xp ans ions are li ste d b y  p lannin g and 
development dis tric t . No t only are Dis tric ts I ,  I I ,  and VI the 
.. ,. . .  
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location o f  t h e  g rea tes t numb e r  o f  new firms and expans i on activi t ies 
sin ce 1969 , b ut t h e  grea tes t numb e r o f  new firms a s  a p e rcent o f  to t a l  
previo us firms , and the percen tage of expans ion ac tivit ies to to tal 
firms are also greater for th ese th ree dis t ric ts than th e o ther three 
dist ri c ts . Th is indicates th at these districts a re experienc i�g th e  
greatest in crease in indus t rial expansi on , b o th in nu�h er o f  in ci-
dents and ra te . With th is con tinuation , in dus t ri al demand fo r funds 
in these d i s t ricts may b e come re latively great .  
'lbe analys is in Chap ter IV revealed tha t  there are fi rms in the 
state exp eriencin g  p rob lems in ob t aining funds . The magnitude o f  this 
tmmet demand i s  no t known , but b e cause mo s t  o f  the firms experiencin g  
problems a re firms th a t  ewp l oy fewP.r than 2 5  p e rsons , the areo unt 
b e  smal l when c ompared to the to tal demand fo r indus t r i al funds . 
In the future , these firms an d s imilar firms will  continue to demand 
funds . 
'lbese p revious an d p lanne d exp ans ion a c tivit ies and fo rces ind i­
cate that indus trial inves tment will continue to grow in S o uth Dako t a .  
This inve s tment incre as e will prob ab ly be clos e r  t o  the 6 . 4  mill ion 
dollar rate o f  increas e that o ccurred during the l as t  5 years than the 
s lower rate o f  in cre as e , $ 2 . 9  million , that o c curred durin g  the l as t  
10 years . 
· s upply o f  In dus t ri a l Funds from C
ommercial B anks 
In S outh Dako ta t o ta l  bank lo ans o ut s t anding to indus t rial 
firms are es t imate d  to b e  approximately 4 percen t  o f  t o tal b ank 
89 
depos its ( De cemb e r , 19 7 3) . Be cause th is is  a small p ercen t a ge o f  to tal 
depos its , it would s eem feas ible that b anks c ould han dle any future 
reques t  fo r in dus t r ial funds . But the indus trial sector i s  only one o f  
the many s e c to rs o f  t he s t a te ' s economy . An inc rease in d emand for 
inves tment funds in all secto rs may occur s imult ane o u s ly , and p la ce 
p res s ure upon the b anks ' ab ility to handle reque sts . · 
There fo re , two types o f  methods to increa s e  the s up p ly o f  f unds 
availab le to ind us t ry w ill b e  dis cus s e d--general and s elec t ive . 
General me tho d s  involve metho ds to increase the b anks ' s up p ly o f  
loanab l e  f und s without s p e ci fy in g  us e .  These me tho ds inc l ude growth 
in deposit s , increase in loan to depo s i t  ra tios , revis ion o f  the 
paymen t me tho d for correspon dent services , and ut i l i z a tion of the 
Federal Reserve ' s s easonal borrowin g p r ivi le ge .  I t  is h o p e d  that 
when f un ds o r  loans are increas ed , tha t  ind us tria l  loans w o ul d  a lso 
be in creased . S e le c t ive metho ds invo lve me thods o r  incent ives tha t  
direc tly in crease t h e  amount o f  ind us t rial loans . One s uch p ropo sa l  
i s  a s t ate in d us trial loan guarantee p ro gram. 
· crowth in · ne os i ts 
As sh own in Table VII-2 , to tal b ank depo s i t s in South Dako ta 
have more than doub led from 1 9 6 5  to 19 7 3 .  The linear rate o f  increase 
over th ese ye ars h as b een 159 million dollars a year . As ill us t rate d  
by Fi gure VI I-2 , b ank depos its have grown even f a s ter w i th in t h e  last 
4 years , an d the l inear increase has b een 264 mi l lion do llars a year . 
I f bank depos i ts c ont inue t o  grow at the same rate as the l
as t  9 and 
5 years , dep os its in 1 9 80 migh t be 3 , 2 7 6  and 4 , 1 7 4 mi l lion dollars , 
Table VII-2 : Bank Deposits in South Dako ta , Re cent Years 
In Millions o f  Dollars 
· ·Year · · Amount Year Amount 
197 3  2 , 36 7  1969 1 , 4 39 
1972 2 , 016 196 8 1 , 325  
197 1  1 , 763 1965 1 ,059 
19 70 1 , 5 71 1961 809 
S o urce : Federal Deposit Insurance Corporation , 
· 'Assets ; · Liab ilities , and Capital Accounts : Commercial 
· an d  · Mutual S avin gs Banks - De cemb er 31 , (Washin gton , D . C . ) . 
Billions o f  Dollars 
5 
4 
3 
2 
1 
Figure VII-2 : Past and Proj ected Bank Deposit s 
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respectively. By 19 85  depos i ts would b e  4 , 0 69 and 5 , 4 9 5  mil lion dol-
lars , respectively . 
B ank dep os its b y  p lannin g and development dis t ric t  fo r 19 70 
and 19 7 3  are s hown in Table VII- 3 (Dep os i ts of b ranches are in-
eluded in the area where they are lo cated) . B ank dep os i ts inc�eas ed 
s ub s t antially b etween 19 7 0  and 19 7 3  fo r each o f  the s ix dist ri c ts . 
The percen t a ge increase b etween 19 7 0  and 19 7 3 was the g rea tes t  for 
the Th i rd Dis t ri c t ,  a l though this dist ric t  also had the s e cond lowest  
to tal depos i t s  in b o th 19 70  and 19 7 3 .  The S econd Dis t ri ct , where 
S ioux Fal ls i s loca ted , had the greate s t amo unt o f  depos i t s  for 
each o f  the three years . S ixty-four o f  the 6 7 count ies  in S o uth 
DAkota have a t  e a s t  on P. h ank o f fi ce �  Bank depo s i t s  i n  e a ch of 
these 64 count ies in creas e d from 1 9 70 to 19 7 3 .
2 
During the s ame 
period , only one o f  the 1 5 9  b a nks in the state lost dep os its . 
This c ont inuous growth in deposits for the s ta te , each plan-
ning and deve lopment dis t ric t ,  all co unt ies , and es sent i ally a l l  
banks ,  has meant tha t increased funds have b een , and ma y  b e  available 
in all p arts of the s t ate . Also , extens ive s t ate-wide b r anch bankin g 
wil l permit the s e  lo cally derived dep osi t funds to be move d t o  a reas 
of large deman d .  
· rncrease in Loan s  
The ave ra ge l oan to  depos i t ratio fo r banks in S o uth Dako ta 
2nepos it s o f  branches are in clude d in the coun ty where the 
b ranches are lo c ate d , and n ot the county o f  th e home o f fi ces . 
Table VII- 3 :  
. .  
Planning 
Dist rict  
I 
II 
III 
IV 
v 
VI 
Total 
. . . 
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To tal Bank Deposit and Deposit Growth by Planning 
and Development Districts 
In Mil lions of Dollars 
Percent a ge 
June 31 June 31 June 31 Growth 
19 70* 1972 19 7 3  19 70-19 7 3  
205 . 6  251 . 8  29 5. 1 44% 
326 . 3  405 . 7  459 . 4  41% 
216 . 9  29 7 . 1  35 1. 4 62% 
2 72 . 1 34 7 . 4 400 . 0 4 7% 
181 . 2  223 . 5  269 . 3 49% 
225 . 6  29 3 . 9  345 . 5  5 3% 
1 , 42 7 . 9  1 , 819 . 7 2 , 12 1 . 0  48% 
S ource : Fe deral Deposit Ins urance Corporation ,  S ummary o f  
De os i ts in · Al l Comme rcial and Mutual Savin s Banks June 31 , 19 7 3 ,  
Washin gton , D .  c .  , an d  the same publications fo r the year 1972  
and 19 7 0 .  
*Data for 19 7 1  were no t available . 
• ' . 
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is 5 6 . 1 ( 197 3) . Table VII-4 shows that this average ranged from a 
low o f  52 . 7  for those banks with deposits under $5 million to a high 
of 6 7 . 7 for those banks with deposits over $20 million . 
Table VII-4 : Actual and Highest Acceptable Loan to Deposi t  Ratio 
by Deposit S izes 
Loan to 
. Deposit . Ratios 
· Deposit S ize in Millions o f  Dollars 
Total Under 5 5 - 10 10 - 20 Over 2 0  
Average Highest Acceptable 
S tandard Deviation 
Actual* 
Difference 
62 . 2  
( 8 . 1) 
56 . 1  
6 . 1  
6 1 . 1  
(6 . 6) 
52 . 7  
8 . 4  
5 7 . 8 6 5 . 9  69 . 9  
( 8 .0)  ( 8 . 0) ( 4 . 5) 
5 3 . 3  6 0 . 8** 6 7 . 7*** 
4 . 5  5 . 1 2 . 2  
*Source : Federal Deposit Insurance Corporation , Bank Operating 
· s tatist ics - 1 9 7 3 ,  (Washington , D . C . , 19 7 3) . 
**Taken from size group $10 to $25 million in dep os its . 
***'TI1e average o f  the two groups $25  to $100 million ( 64 . 5) 
and over $100 million ( 70 . 8) .  
The questionnaire asked bankers to list the h i ghest loan to 
deposit ratio with which they would feel comfortable . 'lbe avera ge 
highest loan to deposit ratio acceptable to respondents was 62 . 2 .  
This average ranged from a low o f  5 7 . 8 for those banks with deposits 
between $5 to $10 million � to a high of 6 9 . 9  for those  b anks with 
deposits over $20 million . 
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The dif ference b e tween the avera ge high es t  loan t o  deposit ratio 
that b anks s t ated they would b e  comfo rtable with , and the a ct ual avera ge 
ratio is 6 . 1 ,  ran gin g from a hi gh di f ference o f  8 . 4  fo r tho s e  b anks 
\lllder $5 mil lion in depos it s to a low of 2 . 2  for thos e  b anks over 
$20 mil lion in depos it s . Al though inc reas in g loans to the maximum ac-
ceptable  loan to dep os i t  ratio for the lar gest depos± s i ze group wo uld 
invo lve a large amount o f  loans , the aver age pe rcent a ge in crease in 
loans for the gro up would be only 3 percent . In cont ras t ,  the avera ge 
pe rcentage in cre ase in loans for those b anks with less than $5 
million in depos i ts could b e  16 percen t . 
I f  all res pon den t b anks would increas e their loans so  tha t 
their a ctual loan to depos it  ratio wo uld  b e  equal to the h i ghest 
ratio w i t h  whi ch they feel comfo rtable , loans in the s ta te could 
in cre ase b y  $1 0 9 . 6 million .
3 
If the non-respondent s would inc rease 
their l oans so tha t their ac tual loan to depos it ra tio would b e  
equal to the avera ge hi ghes t ra tio rated accep table b y  thei r  deposit 
size , $ 7 1 . 7 million in addit ional loans could b e  made . The ad-
ditional loan capacity of 18 1 . 3 million could po tentially increas e 
to tal loans b y  12 percent , from $1 , 49 8  to $1 , 6 80 million . 
Revision o f  Payment Metho d for Correspondent S ervices 
Banks in S outh Dako ta keep funds on depos i t  with lar ge r  banks 
3nank dat a  fo r December 31 , 19 7 3  was used . I f  the actual loan 
to depos i t  ratio o f  a bank was hi ghe r than what i t  felt comfortab le ., 
o r hi ghe r than the average that its deposit size group felt com­
fortab le , then the b ank loans were no t increased or decreased.  
. I . l 
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in exchange for services provided . Because many o f  these correspon­
dent b anks are loca ted outside the state , a flow of funds outside 
the st ate results . 
In a st udy o f  the flow o f  funds through the commercial b anking 
system b e tween Minneso ta and North Dako ta , it was determined that 
. 
during the last decade between 37 and 59 million dollars left the 
st ate o f  North Dakota each year .
4 
This anx:>unted to 3 to 4 percent 
of the t o ta l  b ank deposits o f  North Dakota. The bank s tructure o f  
South Dako ta i s  very s imilar t o  North Dakota , thus it  i s  p robable 
that a s imil ar ma gnitude o f funds also left South Dako ta . In fact ,  
amng the b anks in South Dakota whose home of fice is out si de Minnehaha 
County , the corres pondent balances as a percenta ge o f  depo s its is 5 . 3  
percent . 5 Some o f  these balances are held in o ther South Dakota banks , 
maybe the large banks in Minnehaha County , so the flow o f  funds out 
of the s tate i s  probably no t the full 5 . 3 percent of deposits . For 
example ,  on De cemb er 1 9 7 3 ,  the b anks of the state had deposits from 
other commercial b anks of 26. 7 million .
6 
4Mathew Shane , The Flow o f  Funds Through the Commercial Buil ding ·
s stem · Minnesota  - No rth Dako ta,  ( S t . Paul : Department o f  Agri cultural 
and Applied Economics , Univers ity o f  Minnesota) , August 19 71 , P • 10 . 
5 David s .  Dah l ,  " Financing Rural Economic Development : Impli­
cations fo r the Ninth Reserve Dis trict" (Unp ub lished thes is , The 
S tonier Graduate S choo l o f  Bankin g conducted by the American Bankers 
Associat ion at Rut gers University ,  June 19 74 ) , P •  80 . 
6Fede ral Depos it  Insurance Corpo rat ion , Bank Operat ing S t at is­
. 
. li.cs , (Washington , D .  c .  19 7 3) . -
..... . 
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To hal t this o ut f low o f  funds , th e corres pon dent s ys tem metho d 
o f  payment could b e  revised . One alternative me tho d  i s  a fee sys t em 
where the b anks would p ay a fee fo r the servi ces p rovided b y  th e cor-
responden t . 
Federa l Res e rve ' s  S e as onal B o r rowin g P rivil e ge 
The Fe deral Reserve ' s s ea son al bo rrowin g p r ivile ge was initiate d 
in April 1 9 7 3  t o  p rovi de relief  for memb e r  b anks tha t  experi ence s ea-
s onal vari ation s in deposits and /or loans . To b e  cons idere d , a mem-
I 
b e r  b ank mus t lack re liab le access to na tional mo ney marke ts . To 
quali fy a b ank mus t  e xp e rien ce a dip in its ne t fund avail ability 
( depos it s  minus l oans ) at abo ut the s ame time ea ch y e ar· fo r a period 
o f  '"'t least 8 cons ecuti"!,re weel�e . The amo un :  of s easonal credit e x-
tended durin g this t ime perio d is  us ua lly limi te d  to the amo unt b y  
which t h e  seasonal d ip e xceeds 5 pe rcent of  th e b ank ' s ave ra ge to tal 
deposit s in the p re cedin g calendar yea r . 7 
By us ing data fo r t h e  p erio d 19 6 8  to 19 72 ,  Me lichar found tha t 
26 percent o f  memb er b anks in the nation that wo ul d have qualified 
are located in t h e  P l ains s t a tes . I n  fac t ,  50 pe rce·nt of the memb er 
banks in the P l ains s t ates quali fied . The numb er o f  b anks tha t  
quali fi e d  was lowes t  i n  the winter months , and re ached a peak in the 
8 sunn:ner mon ths . 
7Paraph rased from Emanual Mel ich ar , " Rural B anks and the 
Fe deral Res e rve ' s New s e as o nal B o r rowing P rivile ge" ( Paper p res en t e d  
at the Ame ri can Agri cul t ural Economi cs As s o ciat io n ,  The Unive rs i ty o f  
Albe rt a , Edmonton , Can ada , Augus t 9 ,  19 7 3) , PP • 5 - 7 • 
. Bop . c i t . , pp . 12-1 3 .  
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In South Dakota , more than 5 0  percent o f  member b anks qualify. 
Of the 33  member banks that responded to the questionnai re ( o f  a pos­
sible 5 6  memb er banks) , 31 (94 percent) indicated that  they quali fy.
9 
Thus at least 31 o f  56 , or 55 percent , o f  memb er b anks qualify . Some 
non-respondin g  member banks undoubtedly also  qualify , especially s ince 
many are smaller rural banks , so that the percentage b f  qualifying 
banks is much greater than 55 percent , and may be close to 94 percent . 
Of interest is the fact that although 31 member b anks indi-
cated that they q ualify for the seasonal borrowing privilege , 24 of  
these b anks indicated that they do  not use this privilege at  all , 
and the 7 b anks that d o  use the p rivilege use it only �ligh tly . As 
shown by Tables VII-5 and VII-6 , banks that do use the privilege tend 
to b e  larger  b anks , and to have higher loan t o  deposit ratios than · 
those b anks that do no t use the privilege .  
· state Indus t rial Loan Guarantee 
A bill was introduced in the Forty-ninth Ses sion of the South 
Dakota Legislature tha t  would "provide a state guarantee for loans 
which will contribute to economic development b ut would no t be pro-
vided on reasonable terms in the absence o f  s uch a guarantee b ecause 
' . 10 
of the real or imagined risk asso ciated with s uch loans . "  The b il l  
9The two banks that indicated that they did not quali fy are 
located in cities over 10 , 000  population and have depos i ts over  
20  million dollars . 
lOsenate Bill No . 205 , Forty-ninth Session Legislative Assembly , 
19 74 , S tate o f  South Dakota . Intro duced by Senator Wollman , Repre­
sentative Hersrud , and o the rs . 
I • 
. ... . . 
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Table VII-5 : Use o f  Federal Reserve ' s  Seasonal Borrowing Privilege 
by Qualifying Banks , b y  Deposit Size 
Use o f  
Privilege 
Deposit - Size in Millions o f  Dollars 
To tal 
Not at Al l 24 
Slightly 7 
Extensive 0 
. . . . . . . . . 
. . . . . . . . . . . . . .  . 
Under 5 
3 
0 
0 
5 - 10 
8 
1 
0 
10 - 20 
6 
4 
0 
Table VII-6 : Use o f  Federal Reserve ' s  Seasonal B orrowing 
P rivilege by Qualifying Banks , by Loan to 
Deposit Ratio 
Loan to Deposit Ratio 
. 41 . 5 1  . 61 
Use o f  Under to to to 
- Privilege To tal .40 . so . 60 • 70 
Not at All 24  3 5 9 7 
Slightly 7 0 1 1 3 
Extensive 0 0 0 0 0 
Over 20 
7 
2 
0 
Over 
. 10 
0 
2 
0 
" 
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was no t passed . A similar bill failed to pass in the fif tieth s ession . 
When asked if a state industrial loan guarantee would increase 
their current p roportion of to tal loans going for indus trial estab­
lishment o r  expansion , 76 percent of the bankers responded yes and 
23 percent responded no . (Seventy-four percent o f  the main office 
bankers responded yes ; 26 percent responded no . ) 
As shown b y  Table VII-7 , a larger percentage o f  the b ankers 
in smaller commtmities than larger conununities indicated tha t  a 
state loan guarantee would increase their industrial loans . Some 
bankers from the larger banks in larger cities indicated that given 
their present loan st ructure , a state guarantee program would not 
ind��e them t� inc�ease their industrial loans . Also , the larger 
banks already utilize the SBA programs , which is s imilar to the pro­
posed state p ro gram, to a greater extent than do the smalle r  banks . 
Table VII-8 illust rates that except for the Third Distri ct , 
which has a lower than average numb er of  affirmative responses , 
there are no important dif ferences in responses by planning and 
development dis t rict . 
Demand and Supply 
As dis c ussed in the previous sections , both capital invest­
ment in manufac turing and bank deposits have grown during the pre­
Vious years and will prob�·.bly continue to increase in the next years .  
In absolute amotmts bank deposits have increased faster than invest­
ment , b ut in p ercentage amounts , investment has increased faster.  
1 "- • •  
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Table VII-7 : The Effect o f  a State Indus t rial Lo3D Guarantee by City Population 
. . . . . . . . . . . . . . . . . . . 
City Population -
. .  
- Total Under 1 , 000 1 , 001 - 2 , 500 2 , 501 - 10 , 000 - Over 10 , 000 
-
Response . No . % No . % No . % No . . % No • . % 
Increase Indus-
trial Loans 87 76 . 3  5 6  7 7 . 8  15 88 . 2  6 60 . 0  10 
No Effe·;t 2 7  23 . 7  16  22 . 2  3 11 . 8  4 40 . 0  5 
. . . . .  
Table VII-8 : The E f fect of a S tate Industrial Loan Guarantee by Planning and Development 
District 
Planning and Development District 
· I . II III IV v 
Response . . . . . . . .  . No . % No . % No . % No . % No . % No . 
Increase Indus-
trial Loans 17 7 7 . 3  13  76 . 5  10 52 . 6  2 3  82 . 1  14 87 . 5  10 
No Effect 5 22 . 7  4 23 . 5  9 4 7 . 4 5 1 7 . 9  2 12 . 5  2 
· '  
6 6 . 7  
3 3 . 3  
VI 
% . 
83 . 3  
16 . 7 
..... 0 0 
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This o c currence is shown in Fi gure VI I- 3 ,  where the p as t  and p roj e cted 
rat ios o f  investment to h ank depos i t s in percen t a ge terms are p lo t ted 
wi th the use o f d a t a  f rom Fi gures VII-1 and VII-2 . Comb in at ions o f  p ro-
j ect ed bank depos i ts and in ves tmen ts are use d  to de rive the es t imated 
rat io ranges . Tite f ull amo un t o f  inves tment is n o t  the amount b orrowed 
from b anks , s ince funds for inves tment are no t all borrowed f rom b anks , 
and s in ce a d d i t ional funds may b e  b o rrowed for c urrent as s e ts . Never-
thele s s , the p roj e c t ions s u g ge s t  th at more fund s will be demanded from 
banks in the s tate by manufa c t urin g  firms in fut ure years . Ye t ,  the 
amount will s ti l l  b e  a small percentage o f  t o t al depos i ts , and the 
methods for e xp and in g the ind us trial lo an cap a ci ty o f  b anks di s cus s ed 
previo us ly should p rovi d P.  s u f fi � ient 1o an2b le ftT.. ds t!:' b ��kc tc m�ot 
even the hi gh pro j ec ted demand . 
Percent 
3 
2 
2 . 2  • 
I 
. 1 • 1 . 1 
0 
1965 
0 • 
• • 
0 
19 7 0  19 75 19 80 
Fi gure VI I- 3 : Pas t and P roj e c t e d  Ratios of New Cap i t a l  Investment in 
Manu fa c t uring to Ilank Depos i ts 
2 . 6 ' 
1 . 1  
1 9 85 
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· su�cy 
Demand for industrial funds in South Dakota sho uld inc rease 
in the next years . S ince investment has been increasin g  at a greater 
percenta ge ra te than bank deposits , banks might b e  req uested to lend 
a larger percentage of their depos its to manufacturin g  firms than 
during the p ast  years . This greater atoount will still b e  a small 
percentage o f  t o tal deposits and banks should be able to meet the re­
quests fo r funds . 
Me thods for expandin g the indust rial loan capacity o f  b anks 
include an inc rease in the loan to deposit ratio , use o f  the Federal 
Reserve ' s  Seasonal B orrowin g Privilege , and enactment o f  a S tate 
Indust rial Loan Guarantee P rogram. 
I f  b anks would increase loans to their highest acceptable ratio 
of deposits , loans in the state would increase 12 percent . The per­
centage increase wo uld b e  greater for the smaller banks than the 
larger b anks . 
Although many o f  the member banks qualify to use the Federal 
Reserve ' s  S easonal Borrowing Privilege , very few use the privilege. 
Those b anks that use the privilege are large banks and b anks with 
hi gh loan to deposit ra tios . 
Mos t b ankers indicate that a State Indust rial Loan Guarantee 
would permit them to increase their industrial loans . A slightly 
larger percentage o f  the banks in the smaller commtmit ies than
 the 
larger communities would increase their indus trial loans . 
• ' . 
CHAPTER VIII 
SUMMARY AND CONCLUSIONS 
· S ummary 
During the last decade , South Dakot a  has experienced out­
migration o f  its younger population and per capita income levels 
lower than the national median . One method to s tem out-migration 
and reduce income differentials is to increase employment an d  income 
levels o f  export industries , since export base indus tries induce em­
ployment and income multiplier e ffects . The maj or export indus t ries 
in South Dakot a  are agriculture , tourism , government ,  an d  manufac­
turing. Dependence upon agriculture has led to out-migration as 
employment in that sector has decreased with the int ro duction o f 
capital intens ive p ractices .  
The manufact uring industry is a small but growing sector o f  
the state ' s  e conomy an d  exhib its potential for diversi fication and 
growth. Some think that financial impediments have hindere d  growth 
of the manufact uring industry in South Dakota. Obj ectives o f  this 
study were to determine i f  impediments existed , and to determine 
and des crib e the role o f  banks in financing indus trial development , 
and their att i tudes towards industrial development .  
Primary dat a for the s tudy were obtained b y  mail s urvey ques-
tionnaires . One ques tionnaire was sent to all manufacturing and 
processing firms in South Dakota . It requested information about 
location and expans ion activities , and about financial impedim
ents 
, -. . 
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and st ruc ture . Another questionnaire , s ent to all  banks in the 
st ate , req uested  in formation abo ut industrial deve lopment and loan 
activit ies , p ractices , and atti tudes . Other data were obtained from 
published so urces and government agencies . 
Res earch methods for the s t udy involve d descrip tive and ca te­
go rical ana ly s e s  o f  res ponses o f  the quest ionnaire res pondents and 
o f  o ther data.  Chi s quare analysi s  was used to inve s t i gate whether 
conditions o r  a tti tudes dif fered among groups o f  b anks o r  firms . 
Averages were calcula te d  and linear t rend es t imat ion pro cedures using 
response proportions , response averages , and published d at a  were used 
to ob tain numerical magnitudes . 
The s t udy des crihed s t r u c t ure , arrd p as t  �11d ft!tur� gr�1'.7t� o f  
the banking and man ufact urin g-proces sing indus tries in So uth Dakot a. 
Histo rical ly ,  indus trial firms have located in S outh Dako ta b e caus e 
the city o f  loca tion was the home community o f  the owne r ,  and b ecaus e 
raw materials and marke ts were close . Although these locat ion factors 
have cont inued to be important facto rs a ffecting loca tion of fi rms in 
the st ate wi th in the last five years , abundant labor and favorab l e  tax 
policies have also b ecome important , especially for tho s e  firms whose 
home o f fi ce is located o uts ide the s t ate . Many firms that d i d  no t 
expand during  the l ast five years indicated tha t  they are happy w i th 
their p re s ent s i z e . Lack o f  market s for mo re p roduction an d unavaila­
b ility o f  finan cing were also reasons some firms did no t expand . The 
maj o rity o f  t he res pon d ent firms p lan to expand their facilit ies in 
the next five years . Ho st expans ion will o c cur in tho s e  c
it ies over  
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10 , 0 00 pop ula tion and under 1 , 000 population .  
Thi rty-s even percent o f  t h e  responden t firms who b ui l t new 
plant s  s in ce 1 9 6 9  in di ca ted tha t a shortage o f  fund s  res t ri c te d  the 
size o f  thei r  p lant . The b ran ch and s ubsidiary firms did no t e x­
perience prob lems . Twenty-fo ur percent o f  the respondent s  indi­
cated d i f fi c ul ties ob t ainin g funds for exp ans ion . Firms tha t employ 
fewer than 2 5  expe rien ced the mo st p roblems , except fo r those smaller 
firms that were s ub s i d i ary o r  b ranch p lants . Twenty-one percent o f  
the firms indicated tha t a shortage o f  o p e ra t in g funds restricted  
output . Firms tha t emp loy fewer than 2 5  e xperienced p rob lems , and 
the youn ge r o f  these  had the mos t  prob lems . Aga in , s ub s i diary and 
h r<lnch p l an t s  th�. t  emp l oy fewe r than 2 5  did no t experienc e  prob lems 
ob tainin g fun ds . Low eq uity pos it ion o f  the firm was the mo s t  c om­
mon reason p ro s p e c tive len ders gave firms fo r inab il i ty t o  p rovi de 
funds . 
Al tho ugh the res pon dent fi rms var ie d  cons i derab ly in p e r­
cent age o f  funds ob t a in e d  from c ommercia l b ank s in the s t ate , an 
average firm ob t aine d 1 7  percent o f  the funds to cons t ruc t a new 
pl ant ,  32 percent o f  the funds fo r expans ion , 22 pe rcent o f  the 
fun ds to finan ce c urren t  as s e ts , and plans to obt ain 24 percent o f  
the ftm ds for f uture e xpans ion from b ank s in S outh Dako t a . I n d us­
trial l oans held by b anks in the state a re estima ted to b e  approxi­
mate ly 12 5  mil l ion dol lars . Al tho ugh the maj ori ty o f  the b anks do 
no t have any in d us t ria l loans , an avera ge b ank h as 4 perce
nt o f  its 
to tal lo ans extende d  to indus t rial us e rs . 
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Most b ankers indicate tha t indust rial development wo uld im­
prove the q uality o f  life for citiz ens o f  their connnunity and that 
an in dust rial development group would help p romo te th i s  in dust rial 
development .  Fac to rs now limit in g  indus t rial deve l opment fall into 
fo ur cate gories ; s mall population o f  the community and ab il i ty to 
o ffer s ervice s , p oor l oca tion o f  the communi ty withifl the s t ate , 
lack o f  cap it al , and lack o f  expertise in promo ting deve lopment . 
Banke rs generally cons i der agri cul tural pro c essing and l i gh t  manu­
facturin g as mos t  appropriate for thei r communi ty . More bankers in 
smaller commtmities than larger communit ies do n o t  think the i r  
community has the capacity to  finance indus trial d eve lopment from 
lo cal s o urces . There is a great  amo un t o f  coopera tion b e tween b anks 
and o ther lenders to meet the needs o f  indus trial b o rrowers . The 
smaller b anks and banks in sma l ler c ommuni t ies ra t e d  the experience 
o f their loan o f ficer in indust rial deve lopment lower than did the 
larger b anks and b anks in large r  communi ties . 
Reas ons limi ting the b anke rs ' ab ility o r willin gness t o  
increase their indust rial loans fall within categories o f  l ack · o f  
demand fo r indust rial loans and q uality o f  applicant s .  No t only 
those b anks with h i gh loan to depo sit ra tios , b ut a lso b anks with 
low loan to  depos it ratios indicate that p rior commitment o f  funds 
is an import ant f ac tor l imi ting their ab ili ty to in crease indus t rial 
loans . 
This s t udy p roj e c ted  tha t  the deman d fo r in d us trial funds in . 
So uth Dako t a  wil l increase by abo ut $6 mill ion a year in the next 
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few years . Banks might b e  re q ues te d to l end a la rger p e r c ent a ge o f  
their depo s i ts to indust rial firms than dur ing th e past  years . This 
greater amount w i l l  s t il l b e  a small per centage o f  to ta l  depo s it s ,  
and banks should b e  ab le to mee t req ue s t s  fo r funds . 
Me tho ds fo r expan din g the in dus t ri al loan cap acity o f  b anks 
include an in crease in th e loan to dep o s i t ratio , us e o f  t he Federal 
Reserve ' s S e as ona l Bo rrowin g P rivi le ge ,  and enactment o f  a S tate 
Indus t rial Lo an G uaran t ee P ro gram . I f  b anks wo uld increase loans to 
their h i ghes t a ccep t ab le ratio of depo s i t s , l o ans in the s t a t e  would 
increase 12 percen t . Al tho ugh many of the memb er b anks q uali fy to 
use the Federal Res erve ' s S e ason a l  Borrowing P rivi le ge , very few · c u r­
rent ly us e the p rivi l e ge . Ho s t  bankers in di c a te that a S ta te Loan 
Guarantee wo ul d  p e rmi t them to inc rease their ind us trial loans . 
Con c l us ions an d Impli c a t i ons 
Financial res t ri c t ions are no t h inderin g indus t rial deve lopment 
e f fo rts tha t a re d i re cted a t  a ttractin g large , w e l l  e s t ab l i shed fi rms 
to lo cate a p lant o r expand in So uth Dako t a .  B ut , deve l o p ment e f­
fo rts aimed a t  the smal l er , y o unger firms are h in dered s in ce the s e  
firms a r e  e xp e rien cing di f fi c ul tie s ob t a inin g  fun ds . Al tho ugh th e 
smalle r f i rms do no t employ th e maj ority o f  the indus t ri al wo rkers , 
they con s t i t ute the b ulk o f  the in dust rial firms in the  s t ate . 
Thes e firms are locate d  throu ghout the s t a te an d in all c i t y  s izes , 
but normally are the only s iz e o f  firm l ocate d in smaller ci
ties . 
'lbe re fore , indus t rial development e f forts in sma ll e r  c i t i es are 
rest ricte d .  
' f 
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Comme rci al b anks are c urrently s upplyin g abo ut 2 0  to 30 per­
cent o f  the financial needs o f  the firms in the s tate . Demand fo r 
indust rial funds wil l increase in the comin g years and al though b ank 
depos its will also increase ,  the increases will b e  s uch tha t the 
banks will  b e  request ed by the firms to s up p ly a higher p ropo r tion 
of indus t rial loans as a percent o f  depos its than they are currently 
sup plying . This amo unt w il l  s till b e  a small percen t a ge o f  depo s its , 
and b anks should b e  able t o  handle any foreseeable req ues t fo r loan s  
from no rmal deposit growth , b y  shif t in g fur:.ds from s e curi ties to 
loans , and by o ther metho ds . 
Al tho ugh a t  the aggregate level the supply o f  funds will be 
su ffic ent to  mee t  th e d eman d , r roh l�roq n f  i n p oecp.i.:t t- P  � , 1pply wi. 1 1. 
deve lop in the smal ler cit ies and b anks ; areas where the b anks indi­
cate ins u f fi cient local funds and ,  with e xc ep t ions , are inexperienced 
in ind us t rial development . Unfo r t unat e ly , some o f  the firms tha t 
are experien cing p rob lems in o b t ainin g funds are located in these 
same areas . 
Whether funds are made avail able dep ends upon the at t i t udes 
and experiences o f  the bankers an d in d us t ri al mana gers .  B ankers 
gene ral ly think that indus t ri al deve lopment wil l  improve the qua lity 
o f li fe fo r their c ommunity .  They in d i cated tha t ins u f fi cien t  equity 
and managemen t experien ce o f  loan appli cants are reasons limi ting 
their ability to increase  loans . Fo r each b ank , regardless o f  
whether thes e  reasons may b e  real o r  imagined , th e e xtens ion o f  
funds to in d ust rial firms in the s ta te i s  res t ricted . 
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S tate agencies have done an excellent  j ob in industrial develop-
ment work during the last few years as exemplified by the rapid in-
crease in industrial inves tment and employment . Political decision-
makers must realize that these agencies are instrumental in pro-
viding information to firms and banks in the area o f  financing. Ad-
ditional programs can be  initiated to provide communit ies , indus t rial 
firms , and financial institutions with information necessary to pro-
duce a favorable industrial development environment . These programs 
should not only b e  involved in financial problems , but all problems 
affecting the economic health of the connnunities and indus t rial firms . 
Banks can no t be  expected to engage in risky lending oper-
ations , so a S tate Loan Guarantee Program would provide funds for 
many firms that  are unable to secure funds by normal pro cedures . For 
the pro gram to b e  ef fective the state must be willing to experience 
some loss of monies since the program should no t substit ute for lending 
activit ies of  o ther private or public sources . 
Need for Further Research 
This s t udy ident ified the type of  firms that are having finan­
cial dif ficulties b ut additional research is needed to determine ' 
causes o f  financial dif ficulties to facilitate p rograms to relieve 
thes e  financial restrictions .  
d the role o f  commercial banks in in-The study has focube on 
d b ut Other financial ins titutions and. sources of ustrial development , 
funds are available .  Other research dealing with these inst itutions 
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and sources is currently in pro gress to complement this study .  Thus , 
the complete industrial financial structure will be availab le .  
Th e  manu facturing industry is only one o f  many sectors in the 
state ' s  e conomy important in dev�lopment pro grams . Because these 
sectors all compete for the same available financial resources , a 
comprehensive study o f  the use and availability o f  funds in the 
state is needed to formulate extensive plans for development .  
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APPENDI X A 
DATA COLLECTION PROCEDURE 
Principal data for this s t udy were no t readily availabl e  from 
estab l ish ed d a ta sources , so two mail quest ionnaire s urveys were us ed . 
S urvey q ues t i onnaires were sent to all bank offices in S outh Dako ta 
an d di f fe ren t q uest ionnaires we re s ent to all indus t rial p lants in 
1 South Dakota . The q ues tionnai re responses provided numerical data 
as wel l as in fo rmation ab out pract ices , opinions , and atti t udes o f  the 
respondents . 
The B ank Quest ionnaire 
A que s t ionnaire was mailed in the fall o f  1 9 7 4 to the exec u-
tive o f ficers o f  all 159 main o f fice banks and a ll 81 b ranch b anks in 
South Dako ta . The bankers were asked to p rovide da ta on general b ank 
characte ri s t i c s , charac teristics of indus t rial loans , atti t udes and 
policies towards indus t ri a l  loans , and opinions on indus t ri a l  develop-
ment .  The s ame q uestionnai re was sent to both main and b ranch oper-
ations . B e fo re i t  was s ent , the ques tionnaire was p re-tes ted through a 
persona l  int erview wi th o fficers from one main o f fice b ank and one 
b ranch b ank . 
One and one-hal f months a fter the ques tionnaires were mailed , 95 
ques tionnai re s  had b een re turned .
2 
This was a res pons e rate of  4 0  
l copies of the q uest ionnaires are included in the following 
section o f  this appendi x .  
20ne-hal f do zen additional respons es were received from the banks 
after the data were analyzed  an d they are no t included in the to tal 
res ponse . Many of the late respondent s were larger banks . 
11 7 
percent . A follow-up q uestionnaire was mailed to the non-respondents 
to attempt to obtain data from the original non-respondents .  Forty­
four o f  the original non-respondents returned the s econd questionnaire . 
The final response was 139 , or 5 8  percent . Sixty-one pe rcent o f  the 
main office b anks and 52 percent of the b ranch office banks responded . 
As indicated by Table A-1 ,  9 4  percent of  the main o f fice banks 
with deposits over 10 million dollars responded to the questionnaire . 
Most o f  the lar ger banks were also national banks and memb er banks 
of the Federal Reserve System. Because the larger banks contro l  
toost o f  the b ank deposits in the state , most o f  the deposits o f  the 
s tate are represented in the data . 
There were 59 communities in which at least one industry was 
located ,  and no response was received from any bank in the community . 
These 5 9  communities collectively contained 186 industrial plants . 
Except for 72 o f  these plants , located in 6 cities , most o f  these 
plants are newspaper and agricultural plants , employ fewer than 2 5 . 
persons , and are located in smaller commtmities . Many b anks in these 
communities may no t have answered because they did not realize that 
indust rial p l ants are located in their communi ties . 
To determine whether the responses to the survey are represent-
ative o f  the p opulation , responses from the second mailin g of the 
questionnaire were compared to responses of the first mailing.  I f  no 
statist ical dif ference was found between responses obtained from
 the 
two mailings , it was assumed that the remaining non-respondents are 
Table A-1 :  Bank Questionnaire Respondents 
Numb er o f  Responses 
Respondents 
All Respondents 
Type of Of fice 
Main 
Branch 
Charter o f  Main Office Bank 
National 
State 
Member o f  Federal Reserve 
Member 
Non-member 
Deposit S ize of Main Office 
Bank ( In Millions)  
0-5 
5-10 
10-20 
over 2 0  
Location b y  Planning District , 
All Bank Of fices 
I 
II 
III 
IV 
v 
VI 
Bank Population of City , 
Bank Of fices 
Only Bank 
Two o r  More Banks 
City Population , 
Of fices 
0-99 9  
1 , 000-2 , 4 9 9  
2 , 500-9 , 999  
over 1 0 , 000 
All B ank 
All 
Total Poss ible 
139 2 40 
9 7  159 
42 81 
24 32  
73  129 
37 56 
60 103 
38 85 
29 38 
17 1 7  
13 15 
30 4 6  
20 39 
2 3  4 6  
31 45 
2 2  38  
13  2 6  
106 176  
33 64 
87 14 7  
22 39 
14 2 7  
16 2 7  
118 
Percent 
58  
61 
52 
75 
5 7  
6 6  
5 8  
45 
76 
100 
87  
65  
52 
50 
69  
5 8  
5 0  
6 0  
5 2  
5 9  
56  
52· 
59 
- . , 
. . 
' . 
.. . 
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similar to the respondents .
3 
Comparison of  res ults of two o f  the quest ions b e tween the first 
and second gro up of respondents indicate a dif ferent atti tude towards 
industrial development . A signi ficantly greater number o f  respondent s 
in the se cond group expressed the opinion that industrial development 
wo uld not help their community , nor would a development gro up help 
promote in dust rial development , (Table A- 2) . As shown b y  Tab le A-3 , 
almost all o f  the second group ' s negative response to the two ques-
tions came from the main of fice banks and not the branch of fice banks . 
A possible explanation is tha t these main o ffice banks that did no t 
respon d  were loca ted in smaller communities and thus did nv t feel that 
indust rial development would help their co�unity .  Be caus e the �ue�-
tionnaire dealt with industrial development , they did no t answer the 
questionnaire . The branch office banks that did no t respond to the 
first mailing were no t found to be significantly dif f�rent ' from those 
b ran ch banks tha t did respond. 
Thus , the data received from the main of fice banks are repre­
sentative o f  the larger banks and of the banks involved in indus t rial 
development . The main bank non-respondents were the smaller banks 
who are no t involved in in dustrial development . Tiie data from the 
3This approach is based on the hypo thesis tha t  the first group 
o f respondents is  represen cative of  the population. I f  the second 
group of respon dents is also representative of the popula tio
n , the 
two groups will no t differ , and the two comb ined groups 
·are repre­
sentative o f . the population . If the two groups are di
f ferent , the
. 
total response is  no t representative of the populatio
n . The second 
group is then used to make inferences about the remaining
 non-
respondents . 
. ... . .  
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Table A-2 : S tatistical Comp arison of Responses from Questions 1 and 
2 by Firs t and Second Bank Response Groups 
No . of No . o f  Chi Level o f  
Quest ion Poss ib le Responses Responses Square S i gni gi-
No . Answer Group I Group II Value D . F .  cance 
1 Yes 84 32 
No 7 11 
8 . 04 1 . oos 
2 Greatly 56 20 
S l i ghtly 32 12 
No 3 7 
8 . 2 7* 2 . 029
· 
s = S i gni ficant at . 0 5 level . 
*The expe cted frequency o f  some cells is less than 5 ,  the minimum 
frequency nor:n.ally enclosed. 
Table A-3 :  Second Group o f  Respondents ,  Comparison o f  Replies 
to Questions 1 and 2 by Type of B ank Of fice 
. . . . . . . 
Quest ion 
Main Bank B ranch B ank No . Answer 
1 Yes 19 1 3  
No 8 3 
B lank 1 0 
2 Grea tly 11 9 
S lightly 10 2 
No 5 2 
Blank 2 
3 
' f 
1 2 1  
b ran ch banks were cons idere d t o  be  rep res entative o f  a l l  t h e  b ranch 
banks . 
The . Indust ry Quest ionnaire 
A q ues t ionn aire was mailed in the fall of 1 9 7 4  to  a ll manu-
fac turin g and p roces s in g  firms in the s t a te .  Manufac: turers-p rocess ors 
were asked t o  p rovide data on genera l charac teris t i cs o f  their plant s , 
pas t and p lanned expans ion activities , dif ficul ties o f  ob tainin g funds , 
an d s o urces o f  ftmds f or inves tment an d operatin g  us es . The ques tion-
naire was p re-te s t e d  with a large corpo ration and a small p rivately-
owned b us ines s .  
Three weeks a fter the quest ionnaires were mail e d·, ove r  1 80 
firms ha respon ded . A followin g ques t ionnaire was s ent tu 5 3  o f  the 
non-responden t s  and a post card was s ent to the remaining non-
d . 
4 res pon en t s . Four days a fter  the se cond quest ionnaire and pos t c ards 
were mai le d , a to tal of 198 o f  the pos s ible 8 36 returns had been re-
ceive d .  B e ca us e  any response a fter th is would b e  t h e  result o f  the 
second q ues t i onnai re o r  pos t car d,  these 198 res pondents comp rised the 
first re turn . Wi thin ano ther month after the second· mai l ing , 6 2  mo re 
rep lies were received . This· was clas s i fied as the s econd re turn • . 
4The 5 3  recipients  were sele cted by the us e o f  a random nuITher 
t ab le ,  an d were add ed to t he se cond mai lin g of  the b ank ques t ionnaire 
in order t o  q ualify for a s pe cial mai l rate . The s e cond mai l  rate , 
which was use d  for all mailed ma terials , did no t provide p riority 
handl in g  o r  r e t urn pos tage if the piece wa s undelivered • . Some 
quest ionnai res may have b een lost in the mai l .  Of the 53 fo llow-up· 
ques tionnaires , 2 6  pe rcent we re ret urned , while the p os t cards prompted 
an 8 percent return f rom the o ther non-respondents .  
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The total comb ined res ponse was 260 firms ,  o r  31 percent o f  the popu­
lation . 
Table A-4 shows response rate by dif ferent catego ries . Re-
sponses were received from hal f of the firms that employ 100 or more 
persons . Mos,t o f  the largest firms in this s ize category replied .  
Responses were also received from 40 percent o f  the firms that employed 
25 to 99 persons and from 28  percent o f  those firms that employe d  
5 
fewer than 2 5 . Because the maj ority of  the employment in the ma.nu-
fact urin g-proces sin g  industries are by the larger firms and a good 
majo rity of these firms responded , well over half of the employment 
in the man ufac turing-p roces'sin g  sector is repres ented in the data .  
S in ce a ll firms did no t respond , responses to q uestions b y  the 
first and by the s e cond group o f  respondents were compared in order 
to make in ferences about non-respondents . None o f  the answers were 
foun d  to be s i gnificantly dif ferent between the first and s econd 
response groups . Therefore , da ta received from the indus t ries were 
cons idered to b e  representative o f  the population . 
5An additional do zen . smaller plants returned the quest ionnaire . 
and indicated that  they were only one or two man opera tions and/or 
did no t feel that they qualified as manufacturers . 
. I 
Table A-4 : Indus t ry Questionnaire Respondents 
. Number of  Responses 
Respondents Total Possible 
All Respondents 260 8 36 
Emp loyment S ize 
0-2 4 1 77 6 42 
29-99 51 129 
over 100 32  6 5  
City Population 
under 1 , 000 62 246 
1 , 000-2 , 5 00 38 129 
2 , 5 01-10 , 000 35 9 7  
over 10 , 000 125 364 
Location by P lannin g District 
I 44 1 4 3  
II 61 196  
III 44 12 8 
IV 49 1 30 
v 16 70 
VI 46 1 6 7  
Home Office o f  Branch Plant 
S outh Dako ta 16 NA 
Other S tates 45 NA 
Establishment Date 
b e fo re 1949 114 NA 
194 9-19 6 3  54 NA 
19 64-1 9 6 9  26 NA 
19 69-p resent 5 1  1 8 8  
12 3 
Percent 
31 
28  
40  
50  
25  
29 
36 
34 
31 
31 
34 
38 
2 3  
2 8  
30 
' · -
. •  
. .  
, .. 
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Novemb er 2 6 , 19 7 4  
Dear S ir :  
Much c oncern h a s  b een heard in S outh Dakota that e conomi c 
deve lopment within the s t a t e  i s  no t rap id eno ugh to p rovi de eno u gh  
j ob s  fo r t h e  s t a te ' s  yo un g peop le , or adequate inc omes to o ther work­
ers . Some think a short age o f  funds for inves tment is a maj o r  
limi t in g  fac to r .  
I n  res ponse to this the Econ omi cs Department o f  S outh Dako ta 
S ta te Un ive rs i ty has b e gun a p roj e c t  to look into the s o urc es and 
us es o f  cap i t a l  for indus t rial devel opment . Thi s  in c l udes e s t ab ­
li sh in g o r  en l ar gin g s u ch a c tivit ies as a gri cult ural p ro ce s s in g ,  
li gh t  man u fac t uring an d as s emb ly ,  heavy manufacturin g ,  min in g ,  e t c . 
( S ee q ue s t ion 3 on th e q ue s t ionnaire . ) Exc luded a re a gri c ul tural 
produc tion ( farms ) , who lesale and re tai l  t rade . My the s i s  s t udy is 
a part o f  this p ro j e c t .  I t  will examine the c urren t an d  p ro s p e c t ive 
ro le o f  co m e rc ia l  b anks in s upplyin g funds fo r the e s t ab l i shmen t 
an d exp ans ion o f  in dus t rial p lants . 
The c� �lo s :: d  q uest ionnaire , whi ch I am s en din g to all b anks 
in S outh Dako ta , w i l l  b e  the p rima ry s ource o f  data fo r my th es i s  
s t udy . I ho pe t h a t  you w i l l  as s is t me b y  t akin g a few min u t e s t o  
comp le t e  t h e  q ues t ionnaire and return i t  t o  me i n  the en c lo s e d  
enve lope � 
You will  no te that the q ues t ionnaire i s  numb ered . Th i s i s  
nece s s a ry s o  tha t regional , s iz e  group , an d o ther compari sons amon g 
b anks c an b e  mad e . We wil l res t ri c t  a c cess to the numb er key s o  tha t  
in fo rmat ion p rovi de d by you w i ll b e  kep t s t ri ctly con f i den t ia l .  I t  
wil l  b e  comb in e d  w ith res ponses from o ther b anks s o  t h a t  no in divi dual 
respons es o r  b ank o pera tions can b e  ident i fied in any p ub l ica tion 
comin g o ut o f  this s t udy . 
Your cooperation w i l l  b e  s in cerely appre ciated . 
LT / lj k  
Enclos ure 
S inc e rely , 
� v� 
Lo ren Tauer 
Graduate Res earch As s i s t an t  
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Ban k  N umbe r  ---
BAN K QUE ST I ONNA I RE 
S outh Da kota S tate Un i vers i ty 
CON F I DENTI AL 
1. Do you t h i n k  t h a t  i n d u s t r i a l  expan s i on wou l d i mp rove 
the q ua l i ty o f  l i fe for the c i t i z en s  o f  you r commun i ty? Y e s  N o  ---
2 .  Wou l d  an i n dus t r i a l  de ve l opme n t  g roup 
or corpora t i on in your comm u n i ty ass i s t 
i n  th i s  i n du s t r i a l expan s i on ?  Great ly __ S l i gh t ly__ N o  __ _ 
3. Wh a t  typ e ( s ) of fi rms do you th i n k  
mi g h t  b e  e s t ab l i s h ed o r  expan ded i n  
you r commun i ty 7 
Of the se wh i ch wo u l d re pre s e n t  
new type s of i n d us try 7 
Ag proces s i n g  
Mi n i n g  
L i gh t  man ufa c tu r i n g a n d  
a s s emb l i n g 
Heavy man u fac tu r i ng 
Touri s m  
Tran sport;i  t i  on 
Oth e r  ___ ��----�--
4 .  D o  you t h i n k  that yo u r  commun i ty has t h e  capac i ty to 
fi n ance i n d us tr i al expan s i on from l oc a l s o urce s ?  
5 .  What vol ume o f  i nv e s tmen t  fun ds d o  you es t i mat e m i gh t 
Y e s  N o --- ---
be ava i l a b l e on an ann ua l bas i s  i n  you r  commun i ty ?  $ _______ _ 
6 .  What i s  th e  a p p roxi ma te di s tri b ut i on o f  your l oans  i n  the 
fol l owi n g ca te gori e s ? 
Ag r i c u l t ure 
Ag ri c u l t u ra l  proces s i n g  
Who l e s a l e  a n d  re t a i l t rade 
Home mo rtgage s  
a .  FHA or VA i n s u re d  . 
Pe rs o n a l o r  i n s ta l l men t l oan s  
In du s tr i a l l oa n s 
Othe r  ( s pe c i fy ) ________ _ 
Percent 
7 .  How wo u l d yo u ra te the experi ence wi th 
i ndus t ri a l  d e v e l opme n t  of the pe rson 
who admi n i s te r s  i ndus tri a l  l oans for . Moderate 
you r  ban k ?  Ext en s i ve___ _ _ Sl i ght.  __ _ 
CON F I DENT I AL 
-
COU F I DEN T I  AL 
8. Wh a t  perce n t a ge of  the val ue of you r i n du s tr i a l  l oa n s  i s  ( or has been ) i n  
ea c h  o f  the fo l l owi n g  t h re e  l oa n  categori es ? 
Short te rm I n termed i a te term 
( u nde r 1 ye a r ) ( 1 - 5  yea rs ) 
C urren t l y  % % 
1 969- 1 973 % % Avera g e  
9 .  Wha t  percen tage o f  the val ue of your ou ts tan d i n g  i n du s tri a l  
l oa n s  i s  S BA g u a ran te ed? 
10 . · Wha t  p erce ntage o f  the val ue of your S BA guaranteed i n d u s ­
t r i a l  l oa n s  i s  res o l d  to the State of South Da kota? 
1 1 .  Wha t  perc e n t a ge o f  the va l ue of your i n du s tr i a l  l oans  
i s  to fi rms l oca ted o u ts i de y o u r  commun i ty? 
Lon g term 
( over 5 yea rs ) 
% 
% 
% 
____ ____,;% 
____ _..;% 
12 . H a ve you h ad reques t s  fo r i n d us t ri a l  l oans l arger 
th a n  t h e  m a x i mum l oan th a t  yo u r  ban k  can l ega l ly 
ma k e  to a s i n g l e borrower? Ye s No __ _ 
13 . I f  s o , do you u s e  overl i nes wi t h  you r  corre s pon -
den t  b a n k  to fu l f i l l  the l oan req ues t? Yes No __ _ 
14 . I s  lhe c o r re s 1)Qnde n t  ban k tha t yo u n orma l ly use 
for t h i s s e rv i ce l o ca ted in  S o u th Da kota ? Yes No __ _ 
1 5 .  Does your b a n k  coopera te wi t h  o ther ban ks o r  non­
bank l e n d e rs i n  you r l oc a l i ty for t h e  f i n an c i ng of 
enterp ri s es h a v i n g  c red i t needs g rea ter than t h e  
capa c i ty o f  a s i n g l e  sou rce? Yes No __ _ 
16 . How p reva l en t  or i mportan t a re th e fol l ow i n g fa c tors i n  l i mi t i n g  you r  
a b i l i ty o r  wi l l i n gn es s  t o  ma k e  i n creased i ndus tri a l  l oan s ?  
a .  A s hortage o f  app l i cants 
b. 
c .  
d . 
e .  
f .  
I n s uffi ci en t  eq u i ty o f  l oan 
a p p  1 ;�can ts 
Defi c i e n t  man agemen t expe­
r i e n c e  o f  l oan appl i cants  
H i gh ra t es o f  b u s i ne s s  
fa i l ures 
Cos ts of admi n i s teri ng 
i nd u s tr i a l  l oans 
I n te re sts a n d/ o r  exper i en ce 
of yo u r  l oa n  o ffi cer ( s ) 
Very I mportant I mp o rtan t N ot I mportant 
CON F I DENT IAL 
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CON F I DENT IAL · 
16 . ( Con t i n u e d ) Very I mportant I mporta n t  Not I mportant 
g. Pri o r  colTUlli tment of ava i l ab l e 
l oa n  fun ds to other uses 
h.  Leg a l  maxi mum l oan l i mi ts 
1 7 .  Wha t  i s  t h e  h i g h e s t l oa n  to depos i t · ra tio 
tha t you fee l  comfor tab l e  w i th ?  
18. If your ban k i s  a membe r  of the Federa l Reserve , 
does i t  q ua l i fy fo r t he Federa l Reserve ' s  season a l  
borrowi n g  p r i vi l ege?  Yes N o  --- ---
19 .  Have you u s e d  th i s  s e rv i ce Extens i vely __ S l i gh t l y__ N o t  at a l l_ 
20 . Wha t  do you s e e  a s  a n  i deal  a s s e t  port fo l i o  for you r  ban k ?  
Loan s a n d  D i scoun ts 
Gove rn men t S e c u r i t i es 
Corpo ra te Bonds 
Fede ra l Funds  
Ca s h  
B a l a n ces  i n  corres ponden t ban ks 
Rea l P roperty 
Oth e r  { s pe c i fy ) _________ _ 
2 1 . Ass umi n g  a s ta te i n dus tri a l  l oan g uaran tee 
ex i s ted , · wou l d  yo u i n c rease the cu rrent p ro­
port i on of t o ta l l oa n s  g o i n g  for i nd us tri a l  
estab l i s h ment o r  e xpan s i on ?  
Percen t  
Yes __ _ N o  ---
22.  I dent i fy maj or fa c t o rs l i m i t i n g  i n dustri a l  and econ om i c deve 1 opme n t  i n  
your a re a . ( Pri o r i ty orde r ) 
A. 
B .  
c .  
I •  
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N ovember 2 6 ,  1 9 7 4  
Dear S ir : 
Much concern ha s been heard in South Dako ta tha t  economic d ev elopment 
within the s t a t e  i s  no t rapid enough to prov ide suf f ic ient j ob s  for  the 
state ' s young peop le , or to prov ide adequa te inc omes to othe r  worker s .  
Some think a shor t age of funds for investment is a maj o r  l im i t ing factor . 
In re sponse t o  this the Economics Depar tment of S ou th D ako t a  S ta t e  
Univer sity has begun a proj ect  to look int o  the sources  and u s es o f  
capital f o r  indu st rial d evelopment . My thesis s tudy i s  a par t  o f  this 
proj ec t . It will examine the current and prospec t ive ro le of cred i t  
inst itut ions in supply ing fund s f o r  the es tabl ishment and expans ion o f  
indu str ial p lant s .  
The enc l o se d  ques t ionna ire , which I am send ing to mos t o f  the 
indus t ries i n . South Dako ta , wi ll be  the pr ima ry source of  da ta  f o r  my 
thes is s tudy . I hope that you will assist me by taking a few minutes  
to complete the  que s t ionna ire and re turn i t  to  me  in the enc lo sed 
envelope .  
You wil l no te t ha t  the quest ionna ire is numbered . Thi s  i s  nece ssary 
so tha t regional , s ize group , and other compar ison s  among indu s t r i e s  can 
be mad e .  We will r e s t r i c t  acc es s  to the numbering key so that informa t ion 
provid ed by you wi ll be kep t s tric t ly conf ident ial . I t  wi ll be comb ined 
With respons e s  f rom o t her indu stries so that no ind ividual r e sponses 
or industry operat ions can be  identified in any publ ic a t ion coming out 
of  thi s s tudy . 
Your coopera t ion will be  sincerely appr ec ia ted . 
LT/lj k  
Enclosure 
S incerely , � 
� y� 
Loren Tauer 
Graduate  Research Ass i s tant 
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Numb er 
-----
CONFIDENTIAL 
QUESTIONNAIRE 
Economic s Depa r tment , Sou t h  Dako ta S ta t e  Univer sity 
1 .  Wha t yea r  wa s your f i rm e st ab l i shed a t  the present commu n i ty ?  
2 .  I s  you r  f irm a sub s id ia r y  o r  branch o f  a parent c ompan y ?  Y e s  N o  
Loca t ion o f  pa rent c ompany C i t y  S ta t e 
-------
3 .  Rank ( 1 , 2 ,  3 ,  4 , )  the four mo s t  impor t an t  f a c t o r s  that wer e r e sponsible 
f o r  t he l o c a t ion o f  you r f i rm .  
C l o s e  t o  ma rke t s  
C l o s e  t o  raw ma t e r i a l s  
Good t r ansp o r t a t ion 
Abund a n t  labo r 
Low labor c o s t s  
Low power c o s t s  
Loca l  f unds were av a il a b l e  
Favorab l e  t ax p o l ic ies 
Home commun i t y  of owner s 
Qua l i t y o f  l i f e  
O t her ( spec i f y) 
In S o u t h  Dako t a  
4 .  Annual s a l e s  or value o f  produc t ion o f  your p lant 
Und e r  $ 5 0 , 000 
5 0 , 0 0 1  - 1 00 , 000 
1 00 , 00 1  - 500 , 000 
5 00 , 00 1  - 1 , 00 0 , 000 
------� 
Ove r  1 , 000 , 000 
Pre s en t  S i te 
in Sou t h  Dako t a  
5.  Ove r  t h e  pa s t  f ive year s ,  h a s  o u t pu t  o f  your p lant 
Inc r ea sed Rema ined cons tant Decrea s ed 
-�-
6 .  Wha t p e r c en t  o f  t he p l a n t ' s  produ ct i s  sold in the f o l l owing a r ea s ?  
Loc a l  (w i t hin 50 m i l e s ) 
Wi thin S o u th Dako t a  bu t 
o u t
.
s i de o f  loca l area · 
Ou t s id e  o f  Sou t h  Dakot a  
% 
----
% 
----
% 
----
7 .  Of your c u r r e n t  inve s tmen t in p lant and equ ipment , what p ercentage 
wa s a d d e d  ove r the l a s t  f ive year s ?  
____ 
% 
8 .  I f  your p l ant has not exp anded wi thin t he las t f ive yea r
s , check the 
reason o r  rea sons why . 
S a t i s f i e d  wi th p r e sent s i z e  
Shor t age o f  l abor 
S h o r t a·ge of raw ma te rials 
La ck of mo rke t  f o r  more prod uct ion 
Unava i la b i l i ty of f i nanc ing 
Ot her ( s p e c i f y )  
' '  
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2 
9 .  Do you have p lans f o r  exp ans ion wit hin the next f iv e  year s ?  Y e s  No 
1 0 .  Wha t i s  t he p o p u l a t ion o �  the c ommuni t y  wher e  
t he expans ion w i l l  o c c u r ?  Und er 2 , 500 
2 , 5 00 - 5 , 000 
5 , 001  - 1 0 , 000 
Ove r  1 0 , 000 
1 1 .  W i l l  the expans ion be in the pr esen t  c ommun i ty? Yes 
Y e s  I f  no t ,  wil l the expans ion be within South Dako t a ?  
No 
No 
1 2 . I f  t h i s  e xpan s i on w i l l  occur at ano ther c it y , or if you a r e  p lanning to 
mov e yo u r  ent i r e  p l an t  to ano ther c i t y , p lease s t a t e  t he reasons f o r  the 
r e l oc a t i o n . 
% 
1 3 .  Wha t p e r c en t a ge o f  borrowed f unds f rom al l sour c e s  a r e  secured by 
mo r tgag e s  on non-bu s i n e s s  p ro per ty? 
---
1 4 . Has a s ho r tage o f  f un d s  res t r ic ted : 
( a )  s i z e of p r es en t  p l an t ?  
(b)  expans ion o f  p la n t  s iz e ?  
1 5 .  Has p roduc t ion o f  you r  p l an t  been l im i t ed 
b ecau s e  of lack o f  opera t in g  fund s ?  
Yes 
Ye s 
Ye s 
No 
No 
No 
1 6 .  I f  you have exper ienc ed problems in o b t a ining funds , wha t  wer e the reasons 
g iven by the p o tent i a l  l e nder ( s ) ? 
1 7 . 
1 8 .  
Insu f f ic i e n t  e q u i t y  o f  your f i rm 
Low p robab i l i t y  o f  success o f  
t he b u s ine s s  
Pr i o r  comm i tment o f  loan f unds 
t o  o t her u s e s  
Lac k  o f  intere s t  in p romo t ing 
ind u s t ry o f  t h i s  type 
Other ( sp e c ify ) 
Has you r ex p e r i ence in ac qu i r in g  fund s ind ica t e d  that there i s  a shor tage 
o f  fund s for i n du s t r ial d evelopment in Sou th Dako ta ? Yes No 
. 
Wha t wou l d  yo u  recommend to correct thi s s i tuat ion ? 
•. �. . � 
1 9 .  
· . ·. 
What propor tion of fund s needed for inv e s tmen t i n  plant and equ ipment 
are obtained from each of the following sourc es ? 
a .  Owner-f inanced 
Per sonal f und s 
By parent f irm 
S t o c k  s a l e s  
Ou t o f  current prof i t s  
b .  Bank 
Lo ca l home o f f  ice bank 
Lo c a l  branch bank 
Other Sou t h  Dako ta Bank 
C i t y  ��������� 
Ou t of s ta t e  bank 
S ta t e  
��������-
c .  Gov ernmen t 
Smal l  Bu sin e s s Admin . 
Ind u s t r i al Rev enue Bond 
Rural Deve lopment Ac t 
Ot he r f ed e r a l , s ta t e  or 
l o c al p ro gr am -
( sp e c i f y) 
d .  Smal l Bus ine s s  Inve s t ­
men t Corp . 
e .  Insur an c e  Company 
South Dako ta based 
Ou t o f  s ta te 
f .  Bond Sa l e s  
g .  Loans f rom Ind ividual s 
Lo cal cormnun i t y  
O t her in s ta te 
Ou t o f  s ta t e  
h .  Fac toring 
i .  Accounts payab l e and 
o ther ac crua ls 
j .  Other ( spec i f y) 
Inve s tment in Plan t 
and Equ ipmen t  
To e s t ab l ish 
Firm ( if 
wi t h in' p a s t  
1 0  yea r s )  
% 
Expans ion 
( i f  wit h in 
pa st 5 yrs . )  
% 
and for operating costs were or 
Curr ent 
As se t s -
Ac c t s . Recv . 
& Inventory 
% 
: 
Proj ec ted 
Financ ing . 
of Planned 
Expans ion 
% 
w 
(") 
� 
1-:j 1-4 t::I tr1 z ....., 
� ­> t"" 
..... \,jl,) ..... 
APPENDIX B 
DATA AND STATISTICAL TES TS 
FOR SIGNIFICANT FACTORS IN 
CHAPTER IV 
' . f 
1: ·. · l 
V38 
\139 
V40 
Vl 
V 7  
V8 
These Variab les are Us ed in 
the Fol lowing Tab les 
= Sho r tage o f  Funds Res t ri cted Pre s ent Plant 
= Sho r ta ge o f  Ftmds Res t ri cted Expans ion o f  Plant 
= S h o r ta ge o f  Fund s Re s t ri cted Pro duc tion 
1 = no 
2 = yes 
= Emp l oyment S i ze 
1 = 0 - 2 4  emp loyees 
2 = 25  - 9 9  emp loyees 
3 = Over 100 empl oyees 
:.:: Year Es t ab lishe d 
1 
2 
3 
4 
= S ub s i di ary 
1 
2 
= 
= 
= 
= 
B e fore 1 9 4 8 
1949 - 1 9 6 3  
19 6 4  - 19 6 8  
S in ce 19 6 9  
o r  B ranch 
= no 
= yes 
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. . I 
TABLES INDUSTRIAL QUESTIONNAIRE 
FILE IS  INDUS V38 BY V8 
CONTROLLED FOR 
CELL CONTENTS ARE . 
CELL COUNT 
V38 1 
1 19 
. . . . .  
2 18 
TOTAL N 3 1  
CHI S QUARE = 
• • • 
WORST EXPECTED VALUE = 
D . F. = 
V7 
V8 
2 
15 
2 
17 
SCORE = 4 
ROW 
TOTALS 
34 
20 
54 
6 . 79 5 3  (PR=0 . 01) 
6 . 29 6 3  
1. 0000 
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TABLES INDUSTRIAL QUESTIONNAIRE 
FILE IS INDUS V39 BY Vl 
CELL CONTENTS ARE . 
CELL COUNT 
V39 1 
1 106 
2 45  
. . . . . 
TOTAL N 151 
CHI SQUARE = 
• • • 
VI 
2 
40 
7 
4 7  
WORST EXPECTED VALUE = 
D. F .  = 
3 
2 8  
2 
30 
ROW 
1 74 
54  
228  
9 . 9 4 21 (PR=. 010) 
7 . 105 3 
2 . 0000 
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. -- ·- ·- - · ------ · --- ·· ·  -- r - -- 9 5 . s - - - - r ·- - i c o . o -
I 3 3 . 3  I 9 . 5 
- -- ·----- - - - · - - - - - · I - · 1 0 0 • 0 I l C C • 0 
I 2 b . 6 I 1 . 4  
I 1 0 0 . 0 
I - · - - ---- 1 0 O �- O - ---- - -- -- - --- --------- - -- -- --- --- ---- - --- -- - - -- -- - - · _- ·- -_ ._ 
I 2 9 . 9 
·· I - - - - - - -- l 0 0 � o - - - - . . .  - --- · - -- - · -- - - - - -- -- - - - :. ··-- - _ .- - -- - -- - -- , - - · ---- - - ·- · 
I 2 9 . 9 
·- -·- · . - -·-- · . - - - - - .. . .. - .. ·- .. -- . . . . . --- - . .  --- .•. ---· ----- .. ---····- -- ' - . - .. - - ------ --- .. -· � - ·· .. - .. --- - -- - - --- -- - ---
. -- ·- · · . . . 
T C T·A t  N-- - - --- - - - --� --- - -- - - . 1 2 6 -- -- - � 
R O W  P C T  8 5 . 7  
C U M ·- -R 0 H - -- --- - - - -- - - - - -�- - g 5 .  7 
C O L  P C T 1 0 0 . 0  
C U M- C O L- - - - - - - - - · - - 1 0 0 . 0  
T O T  P C T 8 5 . 7  
C H I S C U A � E  =-= 
-
- - - -- - 2 1 - - - - - - -- ---- - - - - 1 4 7 - -- -- -- - - -- - - - - - - - -- - - ---- - -- -- - - --- -- -- - - ·-- - - - · - - -- - -- - - - - · - - · 
1 4 . 3 L O O . O 
l C O .  o - --- - ---- - --- l O O � o ----- -- -- - - - - - ·- - - - - - -- -- - - -- - - - - -- • - - - - - - ---
1 0 0 . 0  1 0 0 . 0 
l c c .  0 -- - - -- -1 0 0 .  0 - - - -- - - - - - - . -- - . -- - - - . - - _ .  
1 4 . 3 1 0 0 . 0 
· - - - ·- - - · - -- - - - -- - - . - - - - - - --- - - - --- - - -
- -� --- -· - - -- - -
-- - · i-J U R S T - E X  P E C T  E 0 V ;\ L !J E -== 
4� 8 6 5 4  C P R = 0 8 0 2 8 )  
6 . 2 8 5 7 -
1 . 0 0 0 0  C .  F .  :=:: 
. . . . .  ,._ . 
. . - - . -
' _ . _  - -· - . /  . ---
- I 
TABLES I NDUST RIAL QUEST I ONNAIRE 
FILE I S  INDUS V40 BY Vl 
CELL CONTENTS ARE . 
CELL COUNT 
V40 1 
1 1 2 5  
2 42 
TOTAL N 1 6 7  
CHI S QUARE = 
� 
. . . 
Vl 
2 
44 
7 
5 1  
WORST EXPECTED VALUE = 
D. F . = 
3 
29  
1 
30 
ROW 
TOTALS 
1 9 8  
50 
24 8 
9 . 1 7 1 7  (PR= . 0 20 )  
6 . 04 84 
2 . 0 000 
1 3 7  
. I 
._ 
T J1i. 't) L J:._- S - -� .. ) _ _ _ _ 
.. 
_
_ ·· --
__ 
· -
I N C !..; S T i� I ;\ L � U E S T  [ O i· i  N ."\ I �  E 
F i  LE -- I s - I- N  C U S  · · - - V 4 0 · B Y - v 1 · · · - - - · - - - - - · - - - - . -- ---
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APPENDIX C 
AVERAGE PERCENTAGES OF FUNDS OBTAINED FROM BANKS 
FOR DI FFERENT TY PES OF INDUSTRIAL ACTIVI TI ES 
BY FIRMS AS DI SCUS S E D  IN CHAPTER V 
. ' .. f 
Appendix Table C-1 : Funds Obtained from Bank Sources for Financing Establishment of Firms , 
1969 to 1974 (Average Percentage o f  Total Investment) * 
Source · 
South Dakota Banks 
Lo cal Banks 
Home Office 
Branch 
Other in State 
Banks 
Out of State 
Banks 
Number of 
Respondents . .  ' . . . . .  . . . . 
All 
Firms 
17  
( 30) 
16 
( 30) 
13  
( 26) 
1 
( 7) 
2 
(9 ) 
0 
32 
Employment Size 
0 - 24 25 - 9 9  Over 100 
20 15 0 
( 3 3) ( 13) 
18 15 0 
( 3 3) (1 3) 
14 15 0 
(29) ( 1 3) 
2 0 0 
(8) 
2 0 0 
( 10 )  
0 0 0 
25 4 3 
*Standard deviation is given beloW' each average . 
: .. ·. . .. . 
Experienced 
Problems 
Office Obtaining 
Home Branch Funds 
2 2  6 1 7  
( 34) ( 1 1) ( 35) 
20 6 1 7  I 
( 34) ( 11) ( 35)  
15 6 1 7  
( 30) ( 11) ( 35) 
2 0 0 
( 8) 
2 0 0 
(10) 
0 0 0 
2 3  9 20 
Did Not 
Experi-
ence 
Problems 
18 
( 20) 
1 3 
( 18) 
10 
(16)  
3 
(12)  
4 
( 14)  
0 
12 
.... � .... 
Appendix Table C-2 : Funds Obtained from Bank Sources for Financing Expansion of Firms , 1969 to 19 74 
(Average Percentage of  Total Investment) * 
· Employment Size Age of  Firm in Years 
0 2 5  2 5  10 
All to to Over Over to to Under 
Source Firms 24 9 9  100 25 10 5 5 
South Dakota 32 40 18  22  34 35 1 7  34 
Banks (40) ( 42) (2 7) ( 40) (41) (40) ( 34) (41) 
Local B anks 30 37 . 16 22 31  33  1 7  31 
(40) ( 43) ( 26) (40) (41) (41) ( 34) ( 4 3) 
· Home 2 7  3 3  16 2 2  30 2 8  1 3  2 8  
Office ( 39) ( 42) ( 2 7) { 40) (40) ( 39) ( 34) ( 40) 
Branch 3 4 2 0 2 5 4 0 
( 12) ( 15) ( 6 )  ( 12) ( 14) ( 15) 
Other S tate 2 3 2 0 2 2 0 3 
Banks ( 11) (12) ( 8) (13) (10) ( 8) 
Out of  S tate 2 0 8 0 4 0 0 0 
Banks ( 13) (1) ( 2 7) (19) 
Number of 
Respondents 110 67 27  16 52 2 3  16 19 
�Standard deviation is given below each average . 
· ' 
Of £ice 
Home . B ranch 
34 24 
( 39) ( 40) 
31 2 3  
( 40) ( 40) 
2 7  2 3  
( 38) ( 40) 
4 0 
(14 )  
2 1 
( 12) ( 6) 
2 0 
(15) 
82 27  
. .  · .· 
. . . .  -
Experienced Did Not 
Problems 
Obtaining 
Funds 
2 8  
( 39) 
26 
( 39 ) 
24 
( 37) 
3 
(1 3) 
2 
(8) 
1 
(11) 
. ' 
77  
, 1 T • •. : 
Experi-
ence 
. Problems 
44 
( 41) 
39 
( 42) 
36 
( 43) 
3 
( 11) 
4 
( 1 7) 
0 
25 
, 1  •• • •  
..... � N 
Appendix Table C-3 :  Funds Obtained from Bank Sources for Financing Current Assets (Average Per­
centage of Total Current Assets) * 
All 
Source Finns 
South Dakota 22 
Banks ( 3 3) 
Local Banks 20 
( 33) 
Home 17 
Office ( 32) 
Branch 4 
(14) 
Other State 2 
Banks ( 8) 
Out of State 3 
Banks (15) 
Number of 
Respondents 88 
. Employment Size 
0 2 5  
to to 
24 9 9  
20 18 
( 30) ( 2 7) 
18 18 
( 30) (2 7) 
13  19 
( 2 8) ( 2 8) 
. .  
. . . 
5 
( 17) 
2 
( 8) 
0 
55 
2 
( 6) 
0 
11 
(2 8) 
19 
Over 
100 
36 
(45) 
32 
(46) 
32 
(4 7) 
0 
4 
(13) 
4 
( 12) 
14 
Age of Firm in Years 
25 10 
Over to to Under 
25 10 5 5 
16 34 3 3  19 
( 30) ( 37) ( 42) ( 2 8) 
16 34 33  13  
( 30) ( 37) ( 42) ( 2 7) 
13 26 29 13  
( 26) ( 41) ( 4 3) (26) 
4 8 4 0 
(18) (14) ( 14) 
0 0 0 6 
(15) 
8 0 0 0 
(2 2) 
35 14 1 3  2 3 
.*Standard deviation is given below each average. 
· '  . .. . 
Experienced Did Not 
Problems Experi-
Office Obt aining ence 
Home B ranch Funds . Problems 
24 14 22 22 
( 34) ( 2 7) ( 34) ( 29 ) 
24 10 20 19 
( 34) ( 2 6) ( 34) ( 2 8) 
20 10 18 16 
( 33) ( 2 5 )  ( 33) ( 28) 
5 . 0 3 4 
( 16) {14) (12) 
0 4 1 3 
(1 3) ( 7) ( 12) 
4 0 4 0 
( 16) ( 16) 
6 7 20 70 18 
, . . · ' • ' 
>-' � w 
Appendix Tab le C-4 : Funds to be Ob tained from B ank So urces for 
Financin g Planned Expansion (Average Per­
centage o f  Total Planned Investment) * 
.. .  4 • • • • • •  
Employment S ize 
144 
Source All Firms 0 - 24 25 - 9 9  Over 100 
South Dako ta Banks 
Local Banks 
H ome Of fi ce 
Branch 
Other S tate B anks 
Out o f  S tate Banks 
Nwnber o f  
. .  
. . . 
Respondents 
24 
( 35) 
2 3  
( 35) 
22 
( 34) 
3 
(14) 
1 
(6) 
5 
{18) 
6 7 
2 7  1 7  
( 36) ( 30) 
25 17 
( 37) ( 30)  
26 11 
( 3 7) (2 3) 
2 6 
( 9 )  ( 2 3) 
2 0 
( 9 ) 
2 11 
( 12) ( 2 7) 
3 7  18 
*Stan dard deviation is given below each avera ge .  
25 
( 38) 
25  
( 38) 
2 3 
( 39 ) 
2 
(6) 
0 
4 
( 14) 
12 
APPENDIX D 
DATA AND STATISTICAL TESTS FOR S IGNI FI CANT 
FACTORS IN CHAPTER VI 
- .- I 
- - 1 
These Variables are Used in 
the Fol lowing Tables 
Vl = City S iz e  
. 
V7 a Deposits 
1 = Under 1 , 000 
2 = 1 , 001 - 2 , 5 00 
3 = 2 , 501 - 10 , 000 
4 = Over 1 0 , 000 
1 = Under $5 mi llion 
2 = $ 5  to $10 mil lion 
3 = $10 - $20 mil lion 
4 = Over $20 million 
VS = Loan to Depos it Ratio 
1 = Un der . 30 
2 a . 31 - . 4 0 
3 = . 41 - . so 
4 = . 5 1 - . 60 
5 = . 61 - . 70 
6 = Over . 71 
146 
VlO = Indust rial Development Would Improve the Q uality o f  Life for the 
Cit izens 
Vll = Development Group Would Assist in Development 
Vl9 = Connntmity has Lo cal Capacity to Finance Indus t rial Expans ion 
1 a no 
2 = yes 
. · . .  I 
V49 = P rior Commitment o f  Available Loan Funds to Other Uses h as 
Limit ed Abi lity or Willingness to Increase Indust rial Loans 
1 = not important 
2 = important 
3 = very important 
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Appendix Tab le E-1 : Employment and Numb er o f  Firms b y  Indus t ry , 
1972  
. . . . . . 
S IC 
.code . 
. - .. . . . 
Maj o r  
. . . . . . 
Indus t ry Group 
. . . .  
Mining 
10 Me tal mining 
14 Non-metallic minerals 
Manufacturing 
20  Food and kindred p roducts 
2 3 Apparel and o ther textile 
p roduct s  
2 4  Lumb er an d wool p roducts 
2 7  Print in g  and pub lishin g  
2 8  Chemica l and allied p roducts 
30 Rubb er and p lastic  products 
31 Leather and leather p roducts 
32 S tone , clay , and glas s 
produc ts 
33 Primary metal products 
34 Fabri cate d  metal products 
35 Machinery , except electrical 
36 Electrical equipment and 
s upp lies 
37  Trans p ortation equipment 
38  Inst ruments and related 
product s  
39 Mis ce llaneous manu-
facturing indust ries . . . . . . .  
Numb er o f  Total 
Emp loyees Repo rting 
Mid-March Units 
2 , 2 8 7  34 
(D) 3 
(D) 2 6  
17 , 04 2  5 2 9  
7 , 374 117 
(D )  1 1  
702 38  
1 , 832 15 7 
14 8 9 
288  7 
(D) 2 
6 82 5 1  
(D )  1 
686 2 7  
1 , 856  40 
75 8 8 
940  22  
(D) 4 
304 1 8  
156 
( D) deno tes fi gures withheld to avoid disc los
.
ure of operations 
of individual reporting unit s .  
S ource : u .  s .  Bureau o f  the Census , County Bus iness Patterns , 
19 7 2 S outh Dako ta CBP-70-4 3 (Hashington : Government _, 
Print ing Office , 19 7 3) . 
Appendix Table E-2 : Number o f  Reportin g  Units and Employees in Mining and Manufacturing , by 
Employment Size , 19 72 
To tal Numb er o f  Employees 
Mid-March 500 
· Industry . .  Pay Period · 1- 3 4-7 8-19 20-49 50-99 100-249 · · 250-500 or more 
Mining 
Manufacturing 
. . .  
. . 
Reporting Units 
Emp loyees 
Reporting ·  Units 
Employees 
34 
2 , 2 87 
529 
17 , 042 
14 1 10 
(D) (D) 9 3  
168 9 1  135 
313 46 7 1 , 62 3  
7 1 0 0 1 
162 (D) - - (D) 
59 37  29 7 3 
1 , 84 1  2 , 52 7  4 , 1 34 2 , 05 3  4 , 084 
(D) deno tes figures withheld to avoid disclosure o f  operations o f  individual reporting units . 
Source : u .  s .  Bureau o f  the Census , County · B usineu s Patterns , 19 72 , South Dako ta CBP-72-4 3 
(Washington : Government Print ing Office , 19 7 3) . 
-
i-a Vt -...J 
Appendix Tab le E-3 : Industries Used in the Analysis by 
Standard Indust rial Clas s i fication 
(Short Titles) 
SIC 
.Number In dus try 
Agriculture , Fores t ry , and Fishing 
018 Horticultural Specialties 
019 General Farms ; Primarily Crops 
Mining 
10 Me tal Minin g 
12 B it tuminous Coal and Lignite Mining 
14 Non-metallic Minerals , Except Fuels 
Manufacturin g 
20 Foo d  and Kindred Products 
2 2  Textile Hill Products 
2 3  Appare l and Other Textile Products 
24 Lumb e r  and Hood Products 
25 Furni ture and Fixtures 
2 6  Paper and Al lied Products 
2 7  P rintin g and P ublishing 
2 8  Chemi cals and Allied Products 
30 Rubber and Mis cellaneo us Plastics Products 
31 Leather and Leather Products 
32 S tone , Cl ay , and Glass Products 
33 Primary Me tal Indust ries 
34 Fab rica te d  Metal P ro duc ts 
35 Machinery , Excep t Ele c tri cal 
36 Ele ctri c and Electronic Equipment 
37  Trans por ta tion Equipment 
38 Ins t ruments and Related Produc ts 
39 Mis ce llaneous Manufacturing Industries 
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